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PROCEEDI NGS

JUDGE JONES: Good nmor ni ng. | call for hearing
Docket No. 11-0767. This is entitled in part
II'1inois-American Water Conpany proposed gener al
increase in water and sewer rates.

At this time, we will take again the
appearances orally for the record. I f you' ve
appeared yesterday or at the prior hearings, you need
not restate your business address or your business
phone number or respell your name unless you sinmply
prefer to do that.

We will start with the appearance or
appearances on behalf of Illinois-American Water
Conmpany.

MR. STURTEVANT: Good nmorni ng, Your Honor.
Appearing on behalf of Illinois-American Water
Conpany, Al bert Sturtevant, Mark Whitt and Anne M
Zehr of Whitt Sturtevant, LLP. Our appearances were
entered yesterday.

MR. REI CHART: Good mor ni ng, Judge.

Al so appearing on behal f of

II1inois-Anmerican Water Conmpany John J. Reichart and
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Kenneth C Jones. We have previously provided our
appearance i nformation.

JUDGE JONES: Okay. Thank you.

Any ot her appearances on behal f of
I11inois-American?

Let the record show there are not.

Let's move along to Comm ssion staff.

MR. OLI VERO: Thank you, Your Honor.

Appearing on behalf of the staff
wi t nesses, Nicole Luckey, M chael Lannon, and Jim
O ivero, and our appearances and address and phone
nunbers have been previously provided.

JUDGE JONES: All right. Thank you.

Ot her appearances?

MS. SATTER: Appearing on behalf of the People
of the State of Illinois, Tinothy O Brien and Susan
L. Satter, and we entered our appearance earlier in
this case.

JUDGE JONES: Okay. Thank you.

Ot her appearances this norning?
M . Bal ough?

MR. BALOUGH: Yes. Appearing on behalf of the
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Cities of Champaign and Urbana and the Vill ages of
St. Joseph, Savoy and Philo, Richard C. Bal ough,
Cheryl Dancey Bal ough, Bal ough Law Offices, LLC.

MR. ALPERIN: Jeff Alperin here on behalf of
the Village of Bolingbrook.

MR. RYAN: Ryan Robertson on behalf of the
I1'linois Industrial Water Consumers, Lueders,
Robertson & Konzen

MR. M LLER: Captain Sam M Iler on behalf of
Federal Executive Agencies.

JUDGE JONES: Thank you.

Are there any other appearances to be
entered at this time?

Let the record show there are not.

Are there any updates with respect to
the witness schedul e or other procedural plans for
today's purposes?

MR. STURTEVANT: There are, Your Honor.

The conmpany has agreed to waive cross
of staff witnesses Hat hhorn, Boggs, and Harden.

JUDGE JONES: Thank you.

Are there any other updates in the
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wi t ness schedul e?

MR. OLI VERO: | guess just to clarify, as |
understand it, there was ten m nutes for Illinois
Wat er .

MR. ROBERTSON: Your Honor, Illinois Industrial

Wat er Consumers are waiving their cross of staff
wi t ness Boggs as wel | .
MR. OLI VERO: So that should take care of any
cross for Boggs at all.
JUDGE JONES: All right. Thank you.
Any questions about what has been
updated so far?
There are not.
Any ot her updates with respect to the
witness |ineup or cross estimates or order of
wi t nesses?
Let the record show there are not.
Is the plan of the parties still to
have M. Rungren go next or has that changed?
MR. STURTEVANT: No, that's still the plan,
Your Honor.

JUDGE JONES: All right. Are you ready to
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proceed with that or was there something else that
needed to be taken up ahead of that?

MR. STURTEVANT: No. | think we're ready to

proceed with M. Rungren.

JUDGE JONES: Sir, please stand to be sworn.
(Wher eupon the witness was sworn
by Judge Jones.)

Jones: Thank you. Pl ease be seat ed.

MR. STURTEVANT: Good morning, M. Rungren.

MR. RUNGREN: Good nmor ni ng.

SCOTT RUNGREN
called as a witness herein, on behal f of
II1inois-American Water Conpany, having been first
duly sworn on his oath, was exam ned and testified as
foll ows:
DI RECT EXAM NATI ON
BY MR. STURTEVANT:

Q Coul d you state your full name and business

address for the record, please?

A Yes. Scott Rungren. My address is 727

Craig Road, St. Louis, M ssouri 63141.

Q M. Rungren, do you have in front of you
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what has been marked as | AWC 6. 00 Revised, the
Revi sed Direct Testimny of Scott Rungren
acconpanyi ng the exhibits | AWC Exhibits 6.01 and
6. 027

A Yes.

Q | s that your revised direct testimny that
was prepared for this proceedi ng?

A Yes, it is.

Q That was prepared by you or under your
direction and supervision?

A Yes.

Q And do you have what has been marked as
| AWC Exhibit 6.00 Supp, Supplenmental Direct Testinmony
of Scott Rungren, with accompanying exhibits | AWC
Exhi bits 6.01 Supp and 6.02 Supp?

A Yes.

Q And was this supplenmental direct testinony
prepared by you or under your direction and
supervi sion?

A Yes.

Q Do you have what is marked as | AWC 6. 00R,

Rebuttal Testimony of Scott Rungren, with
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acconpanyi ng | AWC Exhibits 6.01R, 6.02R, and 6. 03R?

A Yes.

Q And was this rebuttal testinony prepared by
you or under your direction or supervision?

A Yes, it was.

Q And finally, do you have what is marked as
| AWC 6. 00SR, Surrebuttal Testinony of Scott Rungren
with accompanying exhibits | AWC Exhibit 6.01SR
Revi sed, 6.02SR, and 6. 03SR?

A Yes.

Q And was this surrebuttal testinony prepared
by you or under your direction or supervision?

A Yes, it was.

Q And if | were to ask you today the
guestions contained in your direct, supplenental
direct, rebuttal and surrebuttal testinony, would
your answers be the sane?

A Yes, they woul d.

Q And is the information contained in your
direct surrebuttal or your direct suppl emental
rebuttal and surrebuttal testimony true and correct

to the best of your know edge and belief?
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A Yes.

MR. STURTEVANT: Your Honor, at this time, we
woul d move those previously identified exhibits into
evi dence and then make M. Rungren avail able for
Cross-exam nati on.

JUDGE JONES: Thank you.

Are there any objections to that?

Let the record show there are not.

Those exhibits, I AWC exhibits are
hereby admtted into the evidentiary record. The

identification has already been noted this nmorning.

It al so appears on the exhibit Iist. Those exhibits
are admtted as they appear on e-Docket on the filing
dates noted in the exhibit list.

(Whereupon | AWC Exhibits 6.00

Revi sed, 6.01, 6.02, 6.00 Supp

t hrough 6.02 Supp, 6.00R through

6.03 R, 6.00SR, 6.01SR Revi sed,

6. 02SR & 6.03SR were adm tted

into evidence at this tinme.)
JUDGE JONES: It appears there will be

cross-exam nation by maybe two to four parties.
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Counsel, who would like to start?

MS. SATTER: "1l start.

JUDGE JONES: All right. Ms. Satter.

MS. SATTER: Thank you

Good norning, M. Rungren. How are

you?

THE W TNESS: Good nmor ni ng.

MS. SATTER: | have a couple questions for you.

CROSS- EXAM NATI ON

BY MS. SATTER

Q | wanted to start with your suppl emental
testi nony. On page 6, line 19, you talk about
corrections to rate base, and are those corrections
solely related to cash working capital or are there
ot her corrections?

MR. STURTEVANT: You mean |line 1197

MS. SATTER: Yes.

A Yeah, the corrections |I'm speaking of there
are related to just cash working capital calcul ation.

Q Okay. Because cash working capital is a
rate base adjustment, so you call it rate base, is

that right?
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A Yes.

Q And at line 132 you state, the conpany's
updated federal income tax is 19,647,600, correct?

A Correct.

Q And that's the first revised update.

In your surrebuttal testinony, did you
change that tax anmount on your Schedule B-8, Third
Revi sed. | just want to get the nost recent nunber.
It would be on line 23 and 24 of both federal and
state.

A That's the B-8 attached to the surrebuttal ?

Q Yes. So it would be | AWC Exhibit 6.02 SR
May 8th, 1 through 12, and then it says schedul e B-8,
Third Revised, and |I'm just | ooking at page 1. It's
a slightly different number, but it represents the
same thing?

A Yes, it represents the same thing.

Q Okay. So that number was updated on
surrebuttal ?

A Yes.

Q Was that just an input for you?

A Correct. It was just a m nor change in
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income statement items.
Q Okay. | just wanted to follow the nunbers.
And then returning to your
suppl emental on page 7 at |lines 138 to 140, you talk
about the updated total conpany anount for rate case
anmortization is $753, 361.

Do you know if that figure has

changed?

A For the cash working capital?

Q Well, | guess, is it an input to cash
wor ki ng capital, is that the -- | think it's part of
your total line 5.

A This represents cash working capital

adj ust nment .

Q Okay. But here you have a rate case
anmortization, is that correct?

A Yes.

Q And does that represent a deferred amount
of rate case expense?

A Well, it's a --

Q Or unanortized bal ance of rate case

expense?
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A No. That is the annual anortization of the
rate case expense.

Q Oh, that's the annual anmortization. Okay.

Is that for this case only or does
this include prior cases?

A Are you speaking of the $753, 000 nunber?

Q Yes.

A G ve me one m nute.

That is the total amount that we're
amorti zing.

Q Okay. So would that include the anmortizing
for total rate case expense for this case plus what
was |l eft of the rate case expense from the 2009 and
2007 cases?

A ' m not sure. | think it's the tota
ampunt .

Q Okay. So it would be all three years?

A Yeah, | think so.

Q Do you know if there's a balance fromthe
2007 still to be recovered?

A | would think not but |I'm not sure.

Q You' re not sure. Okay.
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Woul d you turn to your rebutt al
testimony? You say on page 3, the first full bullet
poi nt, you say that the staff witness in this case
fails to recognize that I AW is responsible for
raising its own capital, and therefore, the | AW
manages its capital structure independently of AW
right? Are you with me?

A Correct, yes.

Q Okay. Now, you understand that American
Wat er Capital Corporation participates in
Il1inois-American attained capital or supplies
capital to thenf?

A Il 1inois-American has availed itself of
Capital Corp services to place debt.

Q Okay. And, in fact, Illinois-American pays
substantial interest to American Capital for
| ong-term debt, isn't that right?

A It pays -- it services the interest
requi rements on that debt to Cap Corp, whatever the
i nterest expense is.

Q Okay. And they also, Illinois-American

al so pays some issuance costs to the Capital
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Cor poration associated with obtaining that debt,
correct?

A Yes. It will pay, in the event that Cap
Corp issues debt on behalf of multiple American Water
subsidiaries, Illinois-American will pay its pro rata
share of the total issuance cost.

In the case of interest, | mean, it
pays interest to Cap Corp. The interest is then
forwarded on to the investor, the bondhol der.

Q In fact, isn't it correct that
Il1inois-American in the test year is projected to
provi de about $40 mllion to the American Cap Corp or
Capital Corporation?

In fact, | can refer you to AG Cross
Exhibit 1 which is Schedule C-13. Wuld that help

you in just being famliar with the number?

A | could | ook on my Schedule D-3 as well
Q Okay.
(Pause)
A ' m showi ng annual coupon interest related

to Cap Corp debt in the amount of approxi mately

$20.5 mllion for the test year.
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Q Right. And then Illinois-American al so
provi des anot her approximately 20 mllion for compn

di vi dends, correct?

A You' re speaking of the test year?

Q Yes.

A | believe it's projected to be around 21
mllion as | recall

Q Is it correct that Illinois-American pays

long-terminterest to entities other than the Capital
Cor poration?

A Yes.

Q And is it also true that Illinois-Anmerican
pays interest for short-term debt to entities other
t han the Capital Corp?

A Currently, the conpany has no short-term
debt obligations to any entity except Cap Corp.

Q Oh, okay. \What about over the | ast say
three years?

A No. All its cash needs, short-term cash
needs have been met from Cap Corp.

Q What does it mean to have a negative

short-term debt interest?
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A Negative short-term debt interest?

Q Yeah.
A It probably means that we were in a | ending
position to Cap Corp. If we are in a | ending

position to Cap Corp, then we earn interest on the
pi ece that we loan to them
Q Okay.
A That typically does not occur.
Q Do you know that in Schedule C-13 for the
test year, it's shown that there is a $205, 026
short-term debt interest, and it looks like it's a
negative nunmber for the test year?
A | haven't seen that.
Q Does that make sense to you?
MR. STURTEVANT: Do you have a copy? Maybe you
could show me or him
MS. SATTER: Here. That was from yesterday but
"1l be happy to hand it to him
(Whereupon Ms. Satter handed a
document to M. Sturtevant.)
(Pause)

MS. SATTER: Wbuld that help to take a | ook at
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that? That's AG Cross Exhibit 1 which is Schedul e
C-13?
(Pause)

THE W TNESS: Okay. | see that.

Q BY MS. SATTER: So that's consistent with
what you suggested, that maybe there was short-term
money that was made available to the Capital
Cor poration for that year?

A It's probably due to the fact that for
certain nonths, the business plan has negative
short-term debt bal ances which would again result in
interest income, short-terminterest income, which
will show up on that schedul e as negative interest.

Q So that would be an increase to other
income for the conpany?

A As incone. "' m not sure where it shows up
on the income statenment.

Q Now, you agree that the service conpany
provi des corporate finance support to
Il 1inois-American?

A Yes.

Q And, in fact, you're a service conmpany
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enpl oyee?
A

Q

Yes,

What

| am

states other than Illinois do you

provi de services for?

A

Q

A
I11inois,
Tennessee.

Q

A

Q
company?

A

Q

di vi si on or

A

the central

focused pretty nmuch exclusively on

Q
[11inois?

A

Me personally?

Yeah.

Theoretically, it could

| owa,

M chi gan, I ndi ana,

i nclude M ssouri,

Kent ucky and

So the M dwestern states?

It's

called the centra

di vi si on st at es.

How | ong have you been with the service

Fi ve

years.

And have you al ways been in the central

wel |,

Are you still

That

were you ever in other

for a while we wer

di vision, but during t

remai ns to be seen,

states?
en't referred to as
hat time, | was
I11inois.

but

focused primarily on

t heoretically,
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| could be working on any of those states that |
named goi ng forward.

Q Okay.

A This restructuring happened very recently.

Q Okay. But prior to the restructuring, were
you focusing primarily on Illinois?

A Yes.

Q Okay. Wuld you say a hundred percent of
your time?

A No; probably 90 percent.

In the past, | have done work for many

of the central states.

Q So when you say in your testimony that
I'l1inois-American manages its capital structure
i ndependently of AWA, you don't nmean to inmply that
Il 1inois-American does not use the services of the
service conmpany to develop its capital structure?

A Yes, | do.

Q So are you suggesting that there are people
internal to Illinois-American who do this work?

A Yes.

Q And who woul d that be?
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A Well, the conpany prepares its own business
pl an annually, and in that business plan is
i ncorporated a financing plan. A financing plan wil
include external permanent financings to meet its
capital expenditure needs and other |ong-term
financing needs.

So the business plan contains a plan
for debt issuances, if any, and equity issuances if
any, and that plan is drawn up by Illinois-American
personnel or service company people working on behalf
of Illinois-American, and then that plan is approved
by the Illinois-American board of directors.

Q So the service conmpany does assist themin
preparing the plan or service conmpany personnel ?

A Personnel, yes, but they're working for or
on behalf of Illinois-American.

Q And they have available to themthe
resources of the Capital Corporation?

A Yes, but typically, Capital Corporation is
not involved in the devel opment of the business plan.

Q They don't consult with thent

A Not at that stage. | mean, in the
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execution of debt financings, yes, then they would
work with Cap Corp, but to actually devel op the
financing plan, | don't recall working with Cap Corp
on that.

| mean, | was involved personally with
two or three financing plans, two or three different
busi ness plan devel opnents.

Q Okay. Now | want to ask you sonme questions
about the prepaynment of service conpany fees.

| believe you say in your testinmony,
in your rebuttal testimony, that Illinois-American
woul d pay working capital as part of the service
company overhead if no prepayment of costs is
all owed, is that correct?

A Can you refer me to a specific reference?

Q Page 36, line 790.

A That's correct.

Q Now, you agree with me that the service
company agreenment authorizes the payment of interest
on working capital as part of overhead?

MR. STURTEVANT: ' m going to object on the

grounds of foundati on. No foundation has been

337



10

11

12

13

14

15

16

17

18

19

20

21

22

established yet for M. Rungren to discuss the
service conmpany agreement.

Q Do you know whet her the service conpany
provides for the inclusion of working capital in
over head?

MR. STURTEVANT: Again, |'m going to object.

No foundati on.

MS. SATTER: | "' m asking the question. How do
create a foundation if | can't ask the question.
JUDGE JONES: Yeah, I1'll regard that question

as an attenpt, a question that relates to attenpting
to lay a foundation, so on that basis, objection
overrul ed.

Pl ease answer if you know.

A You're asking if the service conpany
charges Illinois-American interest on worKking
capital ?

Q No, no, no. | " m asking you if you know

whet her the service conpany agreement authorizes the
payment of interest on working capital as part of
over head.

A This is working capital of the service
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company?

Q Yes.
A | don't know.
Q Now, you said in your testimony that the

service company provides services on a nonprofit
basis, correct?

A That is true.

Q And if working capital is included in, if
wor ki ng capital for the service company is included
in the I'l'linois-American rate base, woul dn't
consumers then be paying a profit conponent as part
of the return on capital for service conmpany
expenses?

MR. STURTEVANT: Obj ection, Your Honor. I
don't think that there's been any fact established
t hat working capital of the service conpany exists or
is included in anything.

MS. SATTER: You know, | don't think that
counsel should testify for the witness. The witness
can answer that question if that's the case. | mean,
| don't have to ask him questions about things that

are already established. | ' m asking him questions to
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get answers.
MR. STURTEVANT: It's assum ng facts not in
evi dence.
JUDGE JONES: Can | have the question read
back, Ms. Reporter?
(The reporter read back the | ast

guestion.)

JUDGE JONES: | s that hypothetical? | nmean, if
it is

MS. SATTER: It's an "if" question, yeah
because it's not in there. | mean, the worKking

capital isn't there yet, and |I'm asking him what's
the effect of it.

JUDGE JONES: All right. On that basis,
M. Rungren, answer the question if you understand it
and can answer it.

Do you need it read back?

THE W TNESS: That woul d be hel pful, yes.

JUDGE JONES: Ms. Reporter, could you read that
back again, please

(The reporter reread the | ast

guestion.)
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THE W TNESS:

doi ng busi ness. | woul dn't

item

Wor ki ng capi t al

refer to that

is a cost of

as a prof

| don't think the service conmpany's

wor ki ng capital, to the

don't even think it does,

[111noi

Q
term nonprofit,

term t hat

it's a

by prof

A

ext ent

s-American's rate base.

BY MS. SATTER

little unclear to me exactly what

Okay.

peopl e have used a | ot

woul d be

it has any,

When you

how do you define profit?

it and what they mean by nonprofit.

In this case

whi ch |

i ncluded in

use t he

That's a

in this case, and

it would be a charge, it

probably woul d be somet hi ng above and beyond the

actual cost the service company is incurri
provide services to the affiliates.
Q So is another way of |ooking at

return commensurate with an equity return?

A

somet hi

ng to

profit a

No. It would be excess -- it would be

ng that would inure to a sharehol der to

i ncrease earnings to the conmpany.

Q

That' s anot her

way of

| ooki ng at

profit?

it

peopl e mean

341



10

11

12

13

14

15

16

17

18

19

20

21

22

A Yeah, and that's not happening with the
fees that we are paying to the service conpany.

Q Now, on page 37 of your rebuttal testinmony,
line 824, you say that the service conmpany prepaynent
conforms to the terms of the service agreenment.

s it your understanding that the
entire service conmpany charge is paid in advance
every nonth?

A For the mpst part. There is a monthly fee
prepayment that we make to the service conpany.

There is also, you mght call it a true-up fromthe
previous nonth, and that goes on each nonth.

Q And i n your cash working capital

cal cul ation, how did you cal cul ate that advance

payment ?
A | didn't personally calculate the payment.
Q Do you know whether it was the total amount

of company services obligation that's projected for
the test year divided by 127

A ' m not sure how that was done.

Q Do you know if there was any adjustment

made due to the fact that there was some prepaynment
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and sonme true-up paynments?

A Since the projected anount forecast?

Q For the amount in the test year, yes.

A Yeah, | don't know if that calcul ation
woul d have been done.

Q That they could make that distinction?

A Ri ght . Because you're truing up actuals,
and we don't have actuals when you're dealing with a
forecasted test year.

Q So you say that the service conmpany
agreement requires prepaynment, so my question to you
is do you have the terms of the agreement that do
that, that contain that requirenment?

Actually, let me refer you to page 34.
You tal k about it there as well, lines 749 to 750.

Well, let me ask you this question.

At that point of your testimny, you
guote from the service conpany agreenment, correct?

A Yes, | do.

Q So you've seen the service conmpany

agreement, is that correct?
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Q And you, in fact, relied on it in writing
your testinmny?

A Yes.

Q Okay. Previ ously marked as AG Cross
Exhi bit 3 was the response to AG data request 8.5
containing the service company agreenent.

Let me see if | have an extra copy to
provide you so that you don't have to | ook at ny
copy.

If I may approach the wi tness and j ust
hand him a copy?

JUDGE JONES: Sure.
Q Can you | ook at page 11, 4.17?
A ' m there.

Q So do you agree that this Section 4.1

governs Il linois-American's payment to the service
company?
A It's my understandi ng, yes.

Q Okay. So that's what you're basing it on.
And so this section says that billing
will be as soon as practicable after the |ast day of

each month; is that right?

344



10

11

12

13

14

15

16

17

18

19

20

21

22

A Yes.

Q And it makes the distinction between
estimated cost for the comng nonth and actual costs
as they true up, correct?

A Correct.

Q And then the | ast sentence of Section 4.1
says, tell me if I"mreading this correct, "Al
amounts so billed shall reflect the credit for
payments made on the estimated portion of the prior
bill and shall be paid by the water company within a
reasonable time after receipt of the bill therefor."
|s that what it says?

A Yes, it does.

Q Okay. And you are reading that to require
prepayment ?

A My understanding is what that is saying is
that the true-up will reflect the fact...it wll
reflect the estimated payment made the previous
mont h.

Q So the estimted payment is paid within a
reasonabl e period, and the true-up is paid within a

reasonabl e period under the terms of that agreenent,

345



10

11

12

13

14

15

16

17

18

19

20

21

22

correct?

A | believe each nmonthly payment contains the
estimated payment for the current month and then a
true-up for the previous month.

So you've got an actual conponent in
the true-up and an esti mated payment for the current
month. That's how | read that.

Q And you testified previously that you were
not aware of whether there was a provision in the
agreement for -- well, strike that.

Now | have some additional questions.

Are you aware of the fact that

Pennsyl vani a- American is the |largest, | believe it's
the second | argest utility in the American Water
syst ent?

A Yes, | am

Q New Jersey is somewhat |arger, is that

correct, or are they both in the sanme | eague?

A They are the two | argest American Water
subsidiaries, | know that.

Q And you know t hat Pennsyl vani a- Ameri can

does not include a prepayment to the service company
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in its cash working capital calculation, right?

MR. STURTEVANT: Obj ecti on, Your Honor, as to
the rel evance of what Pennsylvania does, and the
question is also the subject of our motion to strike
M. Smth's testinmony. | don't believe it's
appropriate for the Attorney General to try and
circumvent whatever the ruling may be at this time by
asking the sane irrelevant questions.

MS. SATTER: The question is how should this
accounting issue be treated, and I think it's
informative to the Comm ssion that other American
Water affiliates interpret or apply the service
company agreement in a different way.

JUDGE JONES: | think you can ask himif he
knows t hat.

MS. SATTER: Sur e.

JUDGE JONES: But not to make the assumption
that that is the case and then have to answer the
guestion with that assumption built into the
gquesti on.

MS. SATTER: | mean, |'m asking him | mean,

it's cross-exam nation, so I'mdoing it in a way that
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ki nd of puts words in his mouth but I'm sure he has
the ability to say no if that's incorrect.

JUDGE JONES: Can | have the question read
back, please?

(The reporter read back the | ast
guestion.)

JUDGE JONES: The | anguage there, "do you know
that," that puts an assunmption into the question and
so if you could reword it.

MS. SATTER: Okay.

Q Do you know if Pennsyl vani a- Ameri can
i ncludes a prepaynment to the service conpany in its
cash working capital calcul ation?

A ' m not intimately famliar with the
Pennsyl vania situation, but | believe that the
Pennsyl vania Conmm ssion ruled that the prepayment was
not included in the cal cul ation. It doesn't change
the service company feed requirements that
Pennsyl vani a- Ameri can has under the obligation, under
t he service conmpany agreenent, but it did change it
for ratemaki ng purposes.

Q And do you know how | ong that treatment has
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been in effect?

A Not sure. | thought it was maybe the early
'90s, but |I'm not sure.

Q And isn't it also correct that the service
company agreenment is essentially identical in
substance for each water affiliate of American Water?

A | believe it is although | haven't seen the
ot her states agreenments, but my understanding is that
t hey are identical

Q And are you aware of any other states that
have considered this issue of prepaynment to the
service company in the cash working capital
cal cul ati on?

MR. STURTEVANT: Your Honor, |'m going to
obj ect again to the |line of questioning.

Agai n, without sonme establishment of
the rel evance of what's happening in other states by
establishing the comparability of their regulatory
environments, their utilities and their situation,
fail to see what relevance this proceeding to what is
happeni ng i n Pennsylvania or any other state has.

JUDGE JONES: Response?
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MS. SATTER: First of all, we've already
established that it's the same, essentially the sane,
identical in substance, service conmpany agreement in
the different states.

Number two, this question goes to an
accounting issue, how cash working capital is
addressed. That's an accounting question that can be
addressed by other comm ssions just |ike any other
accounting issue is addressed by various conm ssi ons.

Obvi ously, the Pennsyl vania assessnent
of specific nunmbers will be different than the
Il'1inois assessnment of specific nunmbers, what goes
into the ultimate cash working capital adjustment,
but the principles applicable to that adjustment |
think are something that are generally discussed in
the ratemaki ng community, and particularly when
you've got affiliates with the identical service
company contract, it's informative.

And then finally, the argument has
been made that there would be dire consequences if
cash working capital were not treated this way; in

ot her words, if the prepayment was not included, then
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the service conmpany costs would go up, and there
woul d be other problems.

Well, let's see what happened in other
states that, in fact, did this. | think it's very
informative, and it's very, very relevant, and |

don't think the Comm ssion should shut out what's

happened. | mean, certainly the conmpany knows what's

happened in other states. Why shouldn't you.
MR. STURTEVANT: Your Honor, if | may just
briefly respond.

To the extent that orders have been
issued in other jurisdictions, the attorney general
or anybody else is absolutely free to cite those in
their brief if they think they have some persuasive
aut hority for this Conm ssion.

What we're objecting to is the
i ntroduction of evidence that has not been
established to be comparable. The wi tness has
al ready said he hasn't reviewed the contracts in the

ot her st ates. He's al so said that he's not that

famliar with what happened in Pennsylvani a. | think

it's sinply inappropriate to try and establish what's
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going on in another state through this witness.

JUDGE JONES: All right. Obj ection overrul ed
subject to a couple of notations. The objections
essentially go to the weight. | think it's
reasonable to allow counsel to pursue this |line of
guestioni ng, question the witness about these things.
The witness may have answers to sone of the
guesti ons, may not have answers for other of the
questions, but in any event, that's how we wil
proceed at this point.

| f further questions create further
problems in conpany counsel's m nd, then we will take
t hem up.

Do you need the question read back?

THE W TNESS: Yes pl ease.

(The reporter read back the | ast
gquestion which read as foll ows:
"And are you aware of any other
states that have considered this
i ssue of prepayment to the
service conmpany in the cash

wor ki ng capital cal culation?")
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JUDGE JONES: W Il you please answer that if
you have an answer ?

THE W TNESS: When you say states, do you mean
ot her state comm ssions?

MS. SATTER: Yes.

THE W TNESS: | have no idea.

Q Okay. | would |ike to show you a document
that |I'm marking as AG Cross Exhibit 13. This is a
response to AG data request 9.1, and you're the
wi t ness responsi ble, correct?

A | am the witness responsible. | don't
think | actually answered every subpart to this
request but | did answer sonme of them

Q | f you did not personally answer sone
subparts, were they answered on your behal f?

A Yes.

Q And so you're the person who is avail able
to answer questions or to comment on this response?

A Il will to the extent | can.

Q Okay. Let me draw your attention to the
third page of this Exhibit H.

Revi ewi ng that response, does that

353



10

11

12

13

14

15

16

17

18

19

20

21

22

refresh your recollection of other states that have
considered the treatment of prepayment in the cash
wor ki ng capital cal culation?

A Where am | | ooki ng?

Q H. Oh, |I'm sorry. In the narrative, in
the narrative section of the exhibit.

A Oh, item H.

Q ltem H, yes.

A Woul d you give me one mnute to read the
response?

Q Sure.

(Pause)

A Okay.

Q And does this refresh your recollection
t hat recommendations to remove the prepayment of
service company costs fromthe |lead | ag study or
cashing working capital were made in New Jersey,

California, Tennessee and M ssouri ?

A Well, this is referring specifically to a
| abor | ag.

Q Okay.

A And, first of all, | did not prepare this
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portion of the response but | have read it before.
But this is referring specifically to a | abor | ag.

Q Okay. Why don't you tell me what you nmean
by | abor lag then just so we can be clear.

A Well, these are proposals made in these
cases by various parties. | remember the |ist. I
think some of them were made by Comm ssion enpl oyees,
some were made by intervenors, and | don't remember
specifically what the proposal was. | didn't
actually see what they proposed so | can't give you
much detail on that.

Q But when you say the | abor | ag, what you're
referring to is a recommendation to apply the water
utility's labor lag to the service conmpany managenent
fees? 1t's in the question.

A | think you're correct, yes.

Q So you personally haven't reviewed what's
been done in other states on this issue?

A | have not.

Q Now, is it your belief that if the
utility's |labor lag were used for the service conpany

fees that that would result in increased costs to the
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water utility?

Strike that. Let me ask the question
a different way.

What woul d be the consequence of using
the utility's |abor lag rather than a prepayment in
t he cashing working capital for a service conmpany
| ease?

A The likely result would be that the service
conpany would need to attain its own working capital,
and the cost of that working capital to attain that
wor ki ng capital would be passed on to the affiliates
t hrough a higher service conpany fee.

Q And do you know if that happened in
Pennsyl vania or can you quantify -- well, yeah, let's
start with that.

Do you know if that effect happened in
Pennsyl vani a?

A Well, as | said before, the Conm ssion
ruling in that case didn't change the fees that
Pennsyl vani a was paying to the service conpany.
Pennsylvania is taking a hit for that.

Pennsyl vani a- American is taking a hit for that.
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Q Okay. So to the best of your know edge,
Pennsyl vani a- Ameri can did not include interest on
wor ki ng capital in its overhead as a result of this
decision in Pennsylvani a?

A | don't know. | don't believe so.

Q But do you know?

A | don't know.

Q Okay. Now, you woul d agree with me that
Ameri can Wat erwor ks Service Conpany does not prepay
its enmpl oyees, correct?

A That's correct.

Q And, in fact, it pays its enployees the
Friday after the end of a 14-day period that ends on
t he precedi ng Sunday.

Does that sound correct?

A | think that's correct.

Q And, in fact, that's what's described in
t he answer to subpart Q in AG data request 9.1, is
that right?

A Subpart what ?

Q Q.

A. Yes.
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Q And if Illinois-American paid these
enpl oyees directly, then these payroll costs would be
included in the lead |lag study in Illinois-American's
own payroll lag, is that right?
A Woul d you read that back, please?
(The reporter read back the | ast

guestion.)

A When you say these enpl oyees, what are
you - -

Q The enpl oyees providing service conmpany
services to Illinois-American.

A Well, if |I'"munderstandi ng your question
correctly, Illinois-American wouldn't be paying the

service company enpl oyees directly.

Q Well, |I'm saying hypothetically,
hypot hetically, if Illinois-American hired you
M. Rungren, directly because 90 percent of your work
was spent for Illinois-American anyway so they hired
you directly and they paid you directly rather than
payi ng the service conpany for your services, then
woul dn't the payment to you be included in

Il'1inois-American's payroll lag in its lead |ag study
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assum ng that you're taking the service conpany
structure out of the m x?
A | believe you're correct.

Q Now, M. Rungren, as part of AG Cross

Exhi bit 13, there is an attachment, |ike a schedule
of attachments, and it says Illinois-American Water
Conpany responds to Illinois Office of Attorney

General data request No. AG 9.1, Part C, assets over
10, 000.
Can you verify that that's an
attachnment to this data request?
A | can.
Q Okay. And I'm going to also provide you
with a document that |'m marking as AG Cross
Exhi bit 14, and |I'm going to ask you if this is also
an attachment to AG data request 9.1.
Does that represent the attachment for
asset summary by cl ass?
A That is the title of the document. | don't
know what this docunment is in response to.
MR. STURTEVANT: \Which attachment are we

tal king about -- 14, or is there an attachment to 137

359



10

11

12

13

14

15

16

17

18

19

20

21

22

MS. SATTER: Well, it's marked as AG Cross

Exhi bit 14, but 1I'm asking, | want to verify that
it's an attachnment to AG data request 9.1, | believe
it's B. If you |l ook at the answer, it says pl ease

see AG 9.1B, attachment 1, but there's no | abel on
t he actual docunment so | just wanted to make sure
that we're on the same page here.

THE W TNESS: This is an attachment to AG 9. 1B,
but there's no reference on the docunent.

MS. SATTER: Right.

THE W TNESS: It appears to be responsive to

Q Now, | also have three other data requests
that I'd i ke to show you and request that they be
mar ked.

For the record, counsel has | ooked at
t hese al ready.

MS. SATTER: For the record, AG Cross
Exhibit 10 is the question in response to AG data
request 9. 2.

AG Cross Exhibit 11 is the question

and response to AG data request 9. 3.
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And AG Cross Exhibit 12 is a question
and response to AG data request 9.4.

So | would Ilike to move for the
adm ssion of AG Cross Exhibits 10 through 14, and |
understand that, |1've spoke to counsel for the
company, 10, 11, 12 | believe there are no problens.

MR. STURTEVANT: There are no problems with 10,
11 or 12. | have a problemwith 13. There's a | ot
in here. There's a nunber of objections. You' ve
asked some questions about it. Il's there somet hing
specific fromthis, you know, or are you trying to
get the whole thing in?

MS. SATTER: Well, | did ask questions about
this. The witness relied on -- | showed the w tness
the responses to refresh his recollection, and I
beli eve that Your Honor has essentially ruled on the
obj ecti ons.

MR. STURTEVANT: Ri ght. That part is all in
the record, but I'm talking about the other 25
subparts in this question. | don't know that we want
to take everybody's time to go through all the

subparts and resolve all the objections to them so
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"' m wondering, you know, if there's something
specific in here, that's fine. If you want to
include the ones that we've discussed and redact the
rest, that's fine.

MS. SATTER: At this point, I would like to
hold it and have a discussion with the conpany at a
break because | think we can probably clarify or
clear up quite a bit. So that would be -- keep them
as a unit?

MR. STURTEVANT: That's fine.

JUDGE JONES: |Is that 137

MS. SATTER: That's 13.

MR. STURTEVANT: | actually don't have any
objection to 14.

MS. SATTER: Okay. So then 14 we'd like to
just be admtted, and then I'll talk to counsel about
13, and | have no further questions. Thank you.

MR. REI CHART: " m sorry. Can you repeat
again? | know 13 was not included, but was it 10,
11, 12 and 14?

MS. SATTER: Yes.

JUDGE JONES: I[11inois-American has no
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objections to 10, 11, 12 and 14.
Does anybody el se have any objections?
Let the record show they do not.
AG Cross Exhibits 10, 11, 12 and 14
are admtted into the evidentiary record.
(Whereupon AG Cross Exhibits 10,
11, 12 & 14 were admtted into
evidence at this time.)

JUDGE JONES: | think the plan yesterday was
that the AG exhibits will be at some point filed on
e- Docket ?

MS. SATTER: Yes.

JUDGE JONES: We will continue with that
procedure.

MS. SATTER: We'll|l probably do that Friday
mor ni ng.

JUDGE JONES: And AG Cross Exhibit 13 remains
offered but there will be no ruling at this time
until the parties have had a chance to go over that.

Okay. According to the witness
i neup, Comm ssion staff has cross questions for

M. Rungren. Is that the case?
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MR. OLI VERO: Well, Your Honor, staff and
II'linois-Anmerican had discussed putting in a couple
of DRs by stipulation, so | can do that before we
start our case, and if that were the case, then we
woul d be waiving our few m nutes of cross.

JUDGE JONES: Did you want to take that up now?

MR. OLI VERO: Well, it doesn't matter. Do you
want me to do it now?

MR. STURTEVANT: Yeah, that's fine. MWhatever
everybody wants.

MR. OLI VERO: Your Honor, staff would move for
adm ssion into the record of Staff Group Cross
Exhibit 2.0 which are the data request responses to
JF 5.01, JF 5.02, CB 1.10 with attachment, CB 1.11
with attachment, DLH 30.01, DLH 30-02, and DLH 30.03,
and it was staff's intention to go ahead and file
t hese on e-Docket electronically either tonorrow or
Friday.

JUDGE JONES: You're offering those as a group
exhibit, Staff Cross 2.0, is that right?

MR. OLI VERO: Correct.

JUDGE JONES: Are there any questions about the
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content or identification of that exhibit or any
objections to the adm ssion of it?
Let the record show there are not.

Staff Cross Exhibit 2.0 which is a

group exhibit is hereby admtted into the evidentiary

record.
(Wher eupon Staff Cross Exhibit
2.0 was admtted into evidence
at this time.)

JUDGE JONES: The exhibit will be filed on
e- Docket ?

MR. OLI VERO: Yes, Your Honor.

JUDGE JONES: So there will not be official
copies marked by the court reporter; rather, it wil
be treated as an e-Docket exhibit.

Is that all of thenf

MR. OLI VERO: That was all of them Your Honor.
Thank you

JUDGE JONES: So with that then, you do not
have any cross?

MR. OLI VERO: No cross for M. Rungren;

correct.
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JUDGE JONES: All right. Thank you.
One monment M. Alperin, did you have
any questions of this witness?
MR. ALPERI N: | just had a couple if |I can get
those in really quickly.
Sir, I'mJeff Alperin on behalf of the
Vill age of Bolingbrook. | think we've met before.
THE W TNESS: Yes.
CROSS- EXAM NATI ON
BY MR. ALPERI N:
Q Sir, with respect to these true-up
paynments, | wanted to clarify sonething.
In the test year, was there ever a
negative true-up bal ance for any particular month?
A My understanding is there is not a true-up
calculation in the test year anmnounts.
Q Oh, all right.
A We're forecasting service conmpany fees for
the test year, but there's not a true-up conmponent.
Q So for the past year, let's go then one
year back, was there ever a negative true-up bal ance
during that time period?
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A | don't know.

Q Okay. And this is just a clarification
gquesti on.

|f there is an additional amount owed
on any particular true-up, does Illinois-American pay
interest to the service conpany on that anount?

A Not to my know edge. There's no provision
for that in the agreement.

MR. ALPERIN: Okay. Those are all the
gquestions | had. Thank you.

JUDGE JONES: Thank you, M. Al perin.

M. Bal ough, did you have any
guestions for M. Rungren?

MR. BALOUGH: No, Your Honor.

JUDGE JONES: Any ot her cross for this witness?

There is not.
Ils there redirect?

MR. STURTEVANT: Your Honor, would it be
possible to take a break for five m nutes given that
he's been up for an hour and 20 or so0?

JUDGE JONES: Any problems with that?

MS. SATTER: No.
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JUDGE JONES: All right. W hereby take a
five-m nute break.

(Recess taken.)

JUDGE JONES: Back on the record.

Does the company have any redirect?

MR. STURTEVANT: Yes, Your Honor, we do have
some brief redirect.

REDI RECT EXAM NATI ON
BY MR. STURTEVANT:

Q M. Rungren, do you recall
cross-exam nation from counsel for the AG regarding
American Water Capital Corporation, or Cap Corp?

A Yes, | do.

Q Can you explain what the role of Cap Corp
is in the American Water systenf?

A The role of Cap Corp, Cap Corp is the
financing subsidiary, the financing affiliate for the
system so in addition to the cash management
services they provide to all the subs, they also
provide | ong-term debt financing needs. Cap Corp
will issue debt instruments on behalf of perhaps

mul tiple subsidiaries at one time and by doing so, it
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reduces issuance cost to American Water's
subsi diaries due to the financing arrangement.

Q So why would | AWC obtain | ong-term debt
financing through Cap Corp?

A At | east two reasons, one being Cap Corp
has a triple B plus rating and at |east in recent
years, the interest rate that Cap Corp can issue debt
at is lower than what Illinois-American could issue
on its own, and al so, the issuance costs are | ower
per capita because they're | arger issuances and the
costs are spread over | arger amount of dollars, so
t he percentage cost to the affiliates is |ower than
if they issued debt on their own.

Q And if Illinois-American did issue debt on
its own, would it have to pay interest expense?

A Yes.

Q Woul d it have to pay issuance expense?

A Yes.

MR. STURTEVANT: We have no further questions,
Your Honor.

JUDGE JONES: Thank you.

|s there any recross?
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MS. SATTER: | just have one quick question.
RECROSS- EXAM NATI ON
BY MS. SATTER

Q You said that the Capital Corp has a better
bond rating than Illinois-American, is that right, or
did I m shear that?

A Well, Illinois-American does not have its
own bond rating currently. It's the conmpany's
perception that Cap Corp can issue debt at a | ower
interest rate currently than Illinois-American can,
but there's no question that the issuance cost piece
will be lower if it's issued through Cap Corp.

Q And so Il linois-American gets that | ower

| ong-term debt rate equivalent to what the Cap Corp

can pay?
A Yes. What ever interest rate Cap Corp
i ssues at is the interest rate that Illinois-American

pays on that debt.
MS. SATTER: Okay. Thank you.
JUDGE JONES: Okay. Anyone else?
Al'l right. The exam nation of

M. Rungren is concluded. Thank you, sir.
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s the plan to still cal

M . Kerckhove next?

MR. STURTEVANT: Yes, Your Honor, the conpany
woul d intend to call M. Kerckhove.

MS. SATTER: Maybe before we begin, | have six
DRs that was going to offer as cross exhibits. ' d
be happy to share them with the company now, and
then, in the interest of efficiency, we can have
t hose | ooked at while the questions are being asked.

JUDGE JONES: Did you want a mnute to | ook
t hose over before you put on the witness or did you
want to put himon?

MR. STURTEVANT: Can | suggest this; that we
proceed with M. Kerckhove while we have sonebody
| ook over the data responses, and we can round up the
end of Mr. Kerckhove's testinony about the adm ssion
of these. s that okay?

MS. SATTER: That's fine.

(Wher eupon the witness was sworn
by Judge Jones.)
MR. STURTEVANT: Good afternoon, M. Kerckhove.

THE W TNESS: Good morning, M. Sturtevant.
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MR. STURTEVANT: It certainly feels |ike

afternoon to nme.
RI CH KERCKHOVE

called as a witness herein, on behal f of
II1inois-American Water Conpany, having been first
duly sworn on his oath, was exam ned and testified as
foll ows:

DI RECT EXAM NATI ON
BY MR. STURTEVANT:

Q Can you state your name and business
address for the record?

A My name is Rich Kerckhove. My busi ness
address is 727 Craig Road, St. Louis, M ssouri
63141.

Q M. Kerckhove, do you have in front of you
what's been marked | AWC Exhi bit 5.00 Revised, the
Revi sed Direct Testimony of Rich Kerckhove?

A Yes, | do.

Q Was that direct testinmony prepared by you
or under your direction or supervision?

A Yes, it was.

Q And do you also have in front of you what
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was mar ked as | AWC Supp, Supplemental Direct
Testinony of Rich Kerckhove, with acconpanyi ng
Exhi bits 5.01 Supp and 5.03 Supp?

A Yes, | do.

Q Was t hat supplenental direct testinmny --
sorry. Let nme back up

W thin that supplemental direct

testinony, did you adopt portions of the direct
testi nony of Edward Grubb, namely, | AWC Exhibit 4.00,
pages 2 through 12, pages 17 through 20, and | AWC
Exhibit 4.01?

A Yes.

Q And was that supplenmental direct testinony
prepared by you or under your direction or
supervi sion?

A Yes, it was.

Q Do you have what's marked as | AWC
Exhi bit 5. 00R Revi sed, Revised Rebuttal Testimny of
Ri ch Kerckhove?

A Yes, | do.

Q And that is acconpanied by | AW

Exhi bits 5. 01R through 5.0.5R, correct?
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A. Yes.

Q Do you have any corrections to make to | AWC

5. 00 Revised?

A Yes, | do, on page 27.

Q And what is the correction?

A On lines 614 and 615, the sentence, "The
feasibility of M. Collins' proposal depends on
whet her all of Air Products' meters are | ocated on
the same service |line" should be del eted.

MR. STURTEVANT: And just for everybody's
clarification, the deletion of that sentence is to
make his testinmony consistent with a previous
correction that was filed in errata. | believe it
was the fourth errata.

Q Was that revised rebuttal testinmny
prepared by you or under your direction or
supervi sion?

A Yes.

Q And do you have what is marked as | AWC
Exhi bit 5.00 SR Revised, Revised Surrebuttal
Testi mony of Rich Kerckhove?

A. Yes, | do.
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Q And that is acconpanied by | AW
Exhi bits 5.01 SR through 5.09 SR, correct?

A Yes.

Q And did you prepare or direct and supervise
t he preparation of that revised surrebutt al
testinony?

A Yes, | did.

Q If you were to be asked today the questions
contained in your direct, supplemental direct,
rebuttal and surrebuttal testimny, would your
answers be the same?

A Yes, they woul d.

Q And is the information contained in your
testinony and exhibits true and correct to the best
of your know edge and belief?

A Yes, it is.

MR. STURTEVANT: W th that, Your Honor, we
woul d move for the entry into evidence of
M. Kerckhove's testimony and exhibits and tender him
for cross-exam nation.

JUDGE JONES: Are there any objections to the

exhi bits sponsored by M. Kerckhove?
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Let the record show there are not.
Those exhibits are admtted into the
evidentiary record as identified this nmorning and in
the exhibit list as filed on the file date shown on
the exhibit Iist.
(Whereupon | AWC Exhibits 5.00
Revi sed, 5.00 Supp, 5.01 Supp
t hrough 5.03 Supp, 5.00R
Revi sed, 5.01R through 5.05R,
5. 00SR Revi sed and 5. 01SR
t hrough 5. 09SR were adm tted
into evidence at this tinme.)

JUDGE JONES: That correction appeared in, is
it 5.00R Revised? |Is that where that is?

MR. REI CHART: That is correct, the revised
rebuttal testinmony, Your Honor.

JUDGE JONES: All right. Does the water
company or anybody el se have any objection to the
corrected exhibit being filed on e-Docket as |ong as
it is identical to what was already there with the
correction, so-called correction that was identified

t hi s norning?
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MR. STURTEVANT: That's fine, Your Honor. I
believe we would then identify the exhibit as second
revised.

JUDGE JONES: Any objections to any of that?

Let the record show that there are
not .

So the rebuttal testinony will be
filed on e-Docket as noted reflecting that one
so-called correction and otherwi se being the same as
was filed previously.

It |l ooks Iike a nunber of parties have
some questions for M. Kerckhove. Who would |like to
| ead of f?

MR. LANNON: Staff would if that's all right
with everyone el se.

JUDGE JONES: All right. M. Lannon, you're
up.

MR. LANNON: Thank you, Your Honor.

Hel l o, M. Kerckhove.

THE W TNESS: Good morning, M. Lannon.
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CROSS- EXAM NATI ON
BY MR LANNON:

Q You are enployed by the American Waterworks
Service Company, is that correct?

A That is correct.

Q And you used to be enployed here at the
II'1inois Commerce Conmm ssion, is that right?

A Bet ween the years 1990 and 1998, yes.

Q You antici pated nmy next question.

And I'm sure you've heard Comm ssi oner
O Connell -Di az say, "Once a Comm ssion enpl oyee,
al ways part of the famly." Have you ever heard
t hat ?

A Yes, | have actually.

Q | knew you would have, and |I'm sure you
take that to heart, and in light of that, let me
just -- |1 want to talk about an issue M. Boggs
rai sed and you replied to him and it has to do with
Part 600.160(d) which I believe you're famliar with,
is that right? |1 don't mean in any technical sense.

A | don't have that part in front of me so

you may have to refresh my know edge about that or
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point me to somewhere in ny testinony.

Q Yeah, sure.

If you want to turn to, and frankly, |
kind of |lost track of what we're calling these, but
it says | AWC Exhibit 5.0SR, and | have it on page 5
where you're responding to M. Boggs, and the
Part 600.160 has to do with filing --

MR. STURTEVANT: \Where are we, counsel ?

THE W TNESS: | don't see that.

MR. LANNON: |*ve been a little confused trying
to follow it nyself.

Q Here it is. | AWC Exhibit 5.0SR, and this
is all | want. It would be line 191 roughly,
gquestion 21.

A | think the difference was because ny
original testimny had some page nunbering issues.

We're on the same page now.

Q Yeah. And | noticed that. | thought at
first I had printed them out wrong because | do that
someti mes.

Okay. You're there where you're

responding to M. Boggs' recommendation that you file
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copies of bills pursuant to Code Part 600.160, is
that right?

A | recall testifying regarding that issue in
my rebuttal testimony, not in my surrebuttal.

Q That's the m ssing piece. You're right.

Rebuttal, if you have it in front of
you, | think it's page 12, that | have not been able
to locate, but | do have the relevant portions right
here.

A | could share m ne

Q But basically, you address Code
Part 600.160 at that |ocation, right, in your

testinony?

A | don't see that reference in ny testinony.
Q Look around question 25.
A Again, | don't see that reference
Q Oh, to the code part?
A Yes.
Q Oh, okay. ' m sorry.
The code part has to do with filing a
copy of a sewer service bill with your tariffs.

Do you see where you do address that?
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A | see where | discuss M. Boggs'
recommendation regarding the bill form

Q Ri ght . Okay.

And is the company willing to file the
sewer service bill formas M. Boggs has reconmended?
A | believe | answer that question begi nning

on line 280.

Q And what's the answer?

A And the answer is that M. Boggs will
specify the format in which he is interested. I AWC
will work with staff to provide the sewer bills.

Q Okay. Now, |let's move on to a different
ar ea.

You've testified on many different
issues in this proceeding, haven't you, some in nore
depth than others?

A That woul d be a fair statement, yes.

Q Okay. And you've also provided discovery
responses where your name is on as a responder to
many different types of staff DRs, is that roughly
right?

A A |l ot of responses, yes.
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Q A lot of them We like to keep you busy.
Now | 'd It ke to ask you some questions
about your know edge of the historic charges fromthe
service company to the Illinois utility, I1AWC. This
has been asked before, and the AG expressed sone

confusion this morning so | just want you to answer

t his.
Does the service conpany operate at a
profit?
A No.
Q So the service conmpany passes all of its
charges on to affiliates or other conpanies to which

it provides services, correct?

A Yes. Every nmonth, the anount that the
service conmpany charges is, in essence, zeroed out,
so there are adjustnments to the anounts that have
been billed to the affiliates.

Q Okay. And that would be both affiliated
regulated utilities and affiliated nonregul at ed
compani es?

A If the service company is providing

services to both, then, yes, the service conpany
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zeros out all of its expenses and charges those out
at the end of every nonth.

Q So just so I'"'mclear, and | know | didn't
ask that question too well, but you provide services
to both Illinois-American and ot her regul ated
utilities, and you would zero those out, correct?

A | believe that the service company woul d
zero those out as well as to all affiliated conmpani es

of the service conpany.

Q | ncl udi ng unregul ated affiliated conpani es,
correct?

A Since the service conmpany operates at
neither a profit nor a loss, | would think that that

woul d be the case.

Q So that would be a yes, right?

A Yes.

Q So the service company woul d charge
Il 1inois-American for a portion of its costs when
it's zeroing these out, right?

A Well, it may not necessarily be a charge.
It could also be a credit.

Q Okay. But if the service company incurred
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some costs, Illinois-American would share its
relative share of those costs, is that right?

A Well, the service conpany, to the extent
that it can, direct charges to each entity for which
it provides services, and to the extent that services
are provided that can't be specifically identified
with a specific entity, those amounts will be
al | ocat ed.

Now, as M. Rungren has testified just
moment s ago, anounts are billed at the beginning of a
mont h, and those are estimated. Then there is a
true-up at the end of the month, and that true-up can
either be a charge or a credit.

Q True-up for what, for the direct or for
both direct and indirect costs?

A For all costs.

Q Okay. Now, does the service conpany charge
AWR for a portion of those costs?

A To the extent that the service conpany
woul d perform services for AWR, yes.

Q Okay. Now, can you turn to page 6, and

hopefully I do have this -- yeah, yeah, | do have
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it -- of your surrebuttal testimny which |I have
mar ked as 5.00SR, but | understand you may have
revised that.

A | wish to go by line nunber because this is
where we have the page issues.

Q Sur e. | under st and.

Actually, it's question 23 which is
line 201, and it's your response to M. Sackett's
proposed adjustment | want to | ook at.

A Sur e.

Q And can you |l ook at line 212?

A Yes.

Q And there -- 1'll read it into the record,
and you can tell me if | read that correctly. You
state, "It is my understanding per | AW witness Karen

Cooper's testinony that AWR paid increased rent after
t he second expansion and only a small portion of the
total expansion related to AWR' s facilities."
One, did | read that correctly?
A Yes.
Q Now, where in Ms. Cooper's testinmony are

you referencing there, do you recall? Was it in her
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rebuttal ?

A | don't recall.

Q Okay. Do you see where it says "and only a
small portion"?

A Yes.

Q What does that mean?

A The small|l portion is approximately
one-third of a total expansion.

Q Now, is that one third of the space or
one-third of costs? When you say of the expansion,
are you measuring square footage or are you measuring
that in relative costs?

A The expansion for which AWR uses is
approxi mately one-third of the square footage of the
t otal expansi on.

MR. LANNON: Okay. Now | want to show you a DR
response.

And, Your Honor, | believe we're at
Staff Cross Exhibit 3.
JUDGE JONES: Yes.
MR. LANNON: So I'll mark this and refer to it

as Staff Cross Exhibit 3, okay?
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JUDGE JONES: Probably 3.0.

MR. LANNON: 3.0? Yeah, there will be
attachnments actually, Your Honor, so good idea.
Staff Cross Exhibit 3.0.

And |l et me show you -- Your Honor,
woul d you |like a copy of this as we go through it?
We have sone copi es.

JUDGE JONES: Yes, if you're going to ask
guestions about it why don't you give a copy to
anybody el se who wants one.

MR. LANNON: Unfortunately, we're not allowed
to print up as many as we'd |like to.

JUDGE JONES: Ms. Luckey, can you still hear
everybody okay on your end?

MS. LUCKEY: | can hear you all great. Thank
you.

Q BY MR. LANNON: Do you have Staff Cross
Exhibit 3.0 in front of you?

A Yes, | do.

Q Okay. Now in the response, do you see this
second sentence beginning with AWR?

A. Yes, | do.
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Q Coul d you read that sentence that begins

wi t h AVWR?
A Can | read the corrected because it says
AVWR i s accepted, but | believe that word is supposed

to be expected.

Q Okay. Actually, that's -- you're way ahead
of me. Okay. So that's expected. Why don't you go
ahead then and read it corrected.

A Thank you.

Q You' re wel cone.

A "AWR i s expected to pay for its Alton
facility space directly in the test year and not be
billed by the Alton call center except for certain
tel ecom charges and a m nor amount of | abor charges."”

Q Very good. Thank you

Now, AWR i s expected... By expect ed,
what do you mean? Do you mean obligated under sone
agreement ?

(Pause)
Q Woul d you like me to reask that or --
A No. It is a future test year, and so these

are expected to be paid directly in the test year.
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Q Okay.

| guess that hel ps, but expected,

l'"m still kind of puzzled by that. Who expects? Who
or what | guess | should say?

A While | am the witness responsible for this
particul ar data request. This was prepared under ny
gui dance and supervi sion but was not prepared
directly by nme.

Q Okay. The question is still there.

A So the answer is | don't know under what
aut hority.

Q Okay. So you don't know who, you don't
know what the term expected means in this context, is

that right?

guestions ago for

A. Ot her

Q Ri ght
A That
Q Ri ght

Il s that

t han what |

the bottom |line?

mentioned to you a few

the future test year.

is expected in the future.

But you don't know why the

obligation exists and whether, or excuse me. You

don't

obj ect

know why t hat

MR. STURTEVANT: Your

in that

t hi nk t hat

obligation exists, correct?

Honor, |I'm going to

this has been asked and
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answer ed. He said he doesn't know what it means or
what the authority is.
MR. LANNON: Your Honor, |I'll nmove on. [ ' 11

move on; same DR though. We're not done yet.

Q Al'l right. In the response, see the | ast
sentence? |I'll read it this time because you've
proven your literate abilities. "The ampunt of

tel ecom charges in the test year is expected to be
approximtely the same as 211, correct? Did | read
that right?

A No, it's 2011.

Q Oh, I"m sorry, 2011. Lawyers forget those
zeros all the tine.

Okay. What was the total anmount in
2011, do you know?

A Wt hout the attachment, | don't know, but
the response does indicate that the test year amount
is approximtely the same as 2011.

Q Okay. You mentioned the test year before.
Does in the test year mean during the test year?

(Pause)

Q Do you want nme to reask the question?
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A Oh, you | ooked like you were going to

continue saying something so...

Q No, | was just consulting with my expert.
That's all. But, yeah, there was a question.
A Coul d you please read back the question?

(The reporter read back the | ast
guestion.)

A It means for the entire test year.

Q So AWR woul d incur telecom charges in the
test year and recover -- the test year is | AW s,
right?

Let me back up?
When we tal k about test year, that's
regul ated utilities, right?

A That's Illinois-American Water's test year
endi ng September 13.

Q And when AWR woul d i ncur telecom charges in
the test year, when would | AWC recover those costs
fromratepayers?

MR. STURTEVANT: Your Honor, |I'm going to
object in that |I'm not sure a foundation has been

est abl i shed. Ot herwi se, there's a link | think that
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hasn't happened yet here.

MR. LANNON: Your Honor, 1'll rephrase the
guestion. Thank you.

Q During the test year, will AWR pay the
phone company directly?

MR. STURTEVANT: Your Honor, |'m going to
object to that as calling for specul ati on. It's
asking for information that's outside the scope of
this witness's testimony and his know edge regarding
AVR.

MR. LANNON: Your Honor, he can answer whet her
he knows or not.

JUDGE JONES: Overrul ed.

Pl ease answer the question if you have
an answer .

THE W TNESS: | don't know.

Q BY MR. LANNON: All right. Let's say AWR
does not pay directly for Alton facility charges.
How woul d | AWC rates be affected?

MR. STURTEVANT: Again, Your Honor, |'m going
to object that it calls for speculation and assunes

that there even would be an affect on | AWC' s rates.
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JUDGE JONES: M. Lannon?

MR. LANNON: Your Honor, he has replied to a
DR, and he read that portion in Staff Cross
Exhi bit 3.0 about how AWR is expected to pay for its
Al'ton facility space directly in a test year. ' m
just trying to find out what the link is between

t hose direct paynents in the test year and how they

affect Illinois-American's rates.
JUDGE JONES: Well, M. Lannon, your question
started off with the words "let's say." Are you

asking that as a hypothetical ?
MR. LANNON: Yes, | am
JUDGE JONES: All right. On that basis we will
all ow the question and ask the witness to answer it
if he can.
Do you need it read back, sir?
THE W TNESS: Pl ease.
(The reporter read back the | ast
guestion.)
THE W TNESS: | f the amounts are the same under
bot h scenari os and those can be identified and direct

billed, then it would have no inpact.
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Q BY MR. LANNON: Okay. Do you know what the
service company phone costs are in the pertinent
budget ?

A No.

Q You don't review those budgets?

A No.

Q Do you know what the anmount of the service
company phone costs are in the test year?

A Not off the top of nmy head, no.

Q Do you know what the basis of those service
company phone charges in the test year would be such
as would they be based on historical charges?

A | don't know how the service conmpany
devel ops its budget with regards to tel ephone
char ges.

Q Okay. Do you know whet her the service
conpany charges to Illinois-American include charges
for telecom costs for the CSC, or the customer

service center?

A | believe so.
Q Do you know, are the historic service
company charges to Illinois-American, a regul ated
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utility, based on the number of calls and average

cost thereof?

MR. STURTEVANT: Your Honor, |'m going to
obj ect. | think we're going beyond the scope of
M . Kerckhove's testinmony. | think he's said what he

knows about service company charges as it relates to
the call center. Ot herwi se, |I'm not sure there's a
f oundati on.

MR. LANNON: Your Honor, he has replied to some

of the questions that he doesn't know and | nmoved

ri ght on.

' m just wondering if he knows the
answer to the | ast question. | f he doesn't know, |
wi Il nove right on

MR. STURTEVANT: That's fine, Your Honor. I
wi t hdraw t he obj ecti on.

THE W TNESS: Coul d you please read that back?

MR. LANNON: Do you want me to reask it? Wuld
it be quicker that way?

JUDGE JONES: If it's identical

THE REPORTER: |'ve got it right here.
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(The reporter read back the | ast
guestion.)

THE W TNESS: No, | don't know.

MR. LANNON: Thank you

Q Now, Ms. Cooper was on -- |'m sorry.
wi t hdraw t hat.

Your Honor, 1'd like to go in camera
now for, | don't know, about six, seven questions.

JUDGE JONES: You anticipate going in canera
for any other lines of questioning?

MR. LANNON: No, and this would be ny last |ine
of questi oning.

JUDGE JONES: W I I your first question itself
include what's been identified as confidenti al
information in the question itself?

MR. LANNON: No, | don't believe so, Your
Honor .

JUDGE JONES: \Why don't you go ahead with the
question, and then before the witness answers it,
we'll see if the conpany, Illinois-American Water
Conmpany, believes that we need to go in camera to

proceed with that.
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MR. LANNON: Okay.

JUDGE JONES: And you can interrupt the
guestion too as he reads it if it raises what you
believe to be confidential information within the
gquestion itself.

Go ahead.

MR. LANNON: MWhat |'m going to hand out is
Attachment 3 to the conpany's response to staff DR
DAS- 6. 09 marked confidential, and | have one for you,
Your Honor.

JUDGE JONES: Did you intend this to be a cross
exhibit or no?

MR. LANNON: Actually, it's an attachment to
Staff Cross Exhibit 3.0 so | was thinking maybe we'd
call it -- whatever you want. If it would be easier,
we could call it Staff Cross Exhibit 4 or maybe 3.1
since it's tied to the DR itself.

JUDGE JONES: Does Il linois-Anmerican still
believe this should be treated as confidential?

MR. STURTEVANT: Your Honor, it's marked
confidential, and |I can't tell what year the

information is related to so I think given that and
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the cost information contained, | think we'd have to
continue to propose it to be confidential.

MR. LANNON: Your Honor, as far as counsel's
confusion, if you go back to the response at
DAS-6.09, it identifies the attachment, Attachment 3,
as 2011, including 2011 information, and, Your Honor,
| can ask the witness a question to verify that.

MR. STURTEVANT: Yeah, | think we still would
like to maintain the confidential designation
al t hough | appreciate the clarification on the year.

JUDGE JONES: Why don't you go ahead with your
question, and we'll see what we need to do then.

MR. LANNON: Okay. | have a couple
prelimnary.

Q Can you | ook at the bottom of that, and

think you'll see there the acronym SLAP, correct?
A Yes.
Q | knew what that meant yesterday but can

you explain it for us?
A | knew it yesterday too.
Q Your menmory is as bad as m ne. Let nme ask

you.
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A | got everything but the A I think. Okay.
| think I have it now. | think it's the Service Line
Awar eness Program

Q You were sincere at first. | didn't really
believe you.

A Once an | CC enpl oyee, always an | CC
enmpl oyee.

Q That | oyalty.

This attachment contains 2011
information, does it not?

And if you need to, you can | ook at
the DR response itself.

A Again, as | nmentioned to you earlier, this
response was prepared under my direction, but | did
not directly prepare this response so | cannot verify
what year this represents.

Q You know, it is -- well, let's assume
subject to check that it's 2011. | could wal k you
t hrough a nunmber of other exhibits that are a little
cl earer but just |ooking at the DR response, you
know, this sentence here -- excuse ne. | can't do

t hat . But if you |ook at the DR request and then the
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expl anation for attachments, would you agree that
this contains 2011 information?
A Subject to check, | will agree.
Q That's fine. Thanks.
Okay. Let me ask you an overall
gquesti on.
Does the SLAP charge equal the number

of actual transfers?

You know what, excuse ne. ' m goi ng
to withdraw that question and nmove on, and I'll come
back to that.

Can you | ook at colum B, |ine 15,

whi ch woul d be the bottom|line across. Colum B is
quality transfers?

A Yes.

Q Can you tell me what the total nunber is
subject to check for what we believe is 2011?

MR. STURTEVANT: Your Honor, | think I'm going
to object to the question on the basis of relevance.
Ms. Cooper's testimny yesterday established that the
programin the so-called SLAP here is not applicable

in lllinois, and so at this point, | don't believe
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any nexus has been established to issues at issue in
Il 1inois-American's proposed increase in rates.

JUDGE JONES: Response?

MR. LANNON: Your Honor, as we've seen this
mor ni ng through M. Kerckhove, all the charges from
the service conmpany that get all ocated pass through
to affiliates including Illinois-American and al so
the resource conmpany, AWR

MR. STURTEVANT: Your Honor, |'m not sure that
properly characterizes his testinony. He sai d that
charges were passed to Illinois-Anmerican where
appropriate direct charge or allocation but not that
all costs of the service conmpany are passed to
Il 1inois-American.

MR. LANNON: | wouldn't argue with counsel's
clarification.

JUDGE JONES: Obj ection overrul ed.

Q BY MR. LANNON: Okay. Can you go to --
we're still on line 15, colum B at the bottom
total .

And we're in camera now, right?

JUDGE JONES: W' re not.
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MR. LANNON: Can we go into camera now, Your
Honor ?

JUDGE JONES: \What's your question?

MR. LANNON: | want to get on the record...

JUDGE JONES: We're going to stay public as
| ong as we can, but if we reach a point we need to go
in camera, we'll do it.

MR. LANNON: | " m going to start asking him what
t hese nunbers are on |ine 15 going across.

JUDGE JONES: You're going to ask him what that
number is?

MR. LANNON: Yes.

JUDGE JONES: Are you going to offer this as an

exhi bit?
MR. LANNON: l'"d like to, but just in case, |
t hought I'd do it both ways. ' m not sure if I'm

going to get objections to it or not.
JUDGE JONES: \Why don't we try that first.
That may avoid having to go in camera.
MR. LANNON: That's fine with me, Your Honor.
JUDGE JONES: And if we have to go in, so be

it, but I like to keep the record public as |ong as
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we can and avoid disruptions associated with
in camera whenever possible, but if we have to go in,
so be it.

MR. LANNON: No, | understand. Good idea.

JUDGE JONES: Per haps you can refer himto a
number or a value without specifically identifying
it, and if that can be answered that way, maybe that
will work, and if not, we'll do it the other way.

MR. LANNON: Your Honor, | would just nove for
Staff Cross Exhibit 3 including the attachment which
is identified as Attachment 3, 1'd nove for the
adm ssion of the DR response Attachment 3 into the
record. " m not sure if you want me to call the
attachment Staff Cross Exhibit 4 or 3.1.

JUDGE JONES: That's a good questi on.

Do you have any problemidentifying it

as 3.17

MR. LANNON: No problem at all, Your Honor.

JUDGE JONES: Anybody el se have a problemwith
that identification?

Al'l right. That will be 3.1 then, and

that's so-call ed DAS-6. 09 confidential attachment,
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correct?
MR. LANNON: That's correct, Your Honor.
Actually, it's Attachment 3 to DAS-6.09.
JUDGE JONES: Thank you.
Are you offering that?
MR. LANNON: Yes, just the one page | handed
out here.

JUDGE JONES: Are you offering both 3.0 and

MR. LANNON: Yes, Your Honor. |*d nove for
adm ssion into the evidentiary record Staff Cross
Exhi bit 3.0 and Staff Cross Exhibit 3.1.

JUDGE JONES: All right. Let's see where that
goes.

Are there any objections to the
adm ssion of Staff Cross Exhibits 3.0 and 3.17

MR. STURTEVANT: Your Honor, we have no
objection to 3.0. However, we woul d object to the
adm ssion of 3.1 on the grounds that it is not
rel evant.

JUDGE JONES: Response to the rel evancy
obj ection?
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MR. LANNON: Well, Your Honor, as you know,
first of all, the conpany provided us this attachment
in response to a DR

JUDGE JONES: Why do you think it's relevant?

MR. LANNON: Your Honor, these show -- Staff
Cross Exhibit 3.1 has the actual cost per call, cost
per m nute, the SLAP charge. All these numbers are
very relevant in addressing the inpact that the
service company charges have upon ratepayers. W
need these numbers to do conparisons with other
numbers in order to demonstrate whether there is and,
if there is, what the effect is of service conmpany
charges on Illinois-American ratepayers.

JUDGE JONES: Reply to that?

MR. STURTEVANT: Your Honor, | would just
reiterate nmy earlier objection which is the SLAP
program that these nunmbers and charges relate to is
not something that's applicable in Illinois, and |
believe Ms. Cooper testified to that yesterday, and
so absent some indication of its applicability in the
State of Illinois or to Illinois-American Water, |

don't see what the rel evance is.
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JUDGE JONES: Not applicable why?

MR. STURTEVANT: The program as Ms. Cooper
testified yesterday, the SLAP programis not a
program that is active or offered in Illinois or
operative.

JUDGE JONES: All right. It's been stated that
t he SLAP programis not offered in Illinois or
operative.

MR. LANNON: At this time at |east, but even if
it wasn't, we've had testimony from Il linois-American
wi t nesses that these historical charges are rel evant
to the test year and the amount of rate increase
they're asking for.

JUDGE JONES: \Why is that?

MR. LANNON: Your Honor, M. Kerckhove has
testified that these charges are passed on fromthe
service conmpany to both regul ated and nonregul at ed
affiliates. W're just trying to track these charges
and see what the inpact is on Illinois-American
rat epayers.

JUDGE JONES: |'"'mtrying to focus on the nost

recent argument that SLAP charges are not applicable
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or no |longer applicable in Illinois.

MR. LANNON: Well, they would be passed on to
Il 1inois-American or at |east portions thereof as al
their historical costs have been.

MR. STURTEVANT: Your Honor, | disagree that
there's anything at this point that would indicate
t hat charges for a programthat is not active in
I11inois have been passed in Illinois. Certainly
M . Kerckhove has not testified to as much.

MR. LANNON: They are historic costs, Your
Honor .

JUDGE JONES: Costs to whonm? Historic costs to
who nf?

MR. LANNON: That's exactly what we're really
trying to pin down here, Your Honor.

JUDGE JONES: All right. Thank you for your
arguments.

Obj ection is overrul ed. | think
there's been sufficient explanation of the potenti al
rel evancy of these items in the context of the issue.
This is cross. That concludes the ruling.

MR. STURTEVANT: Your Honor, perhaps | could
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propose, in |light of your ruling, | believe there was
some di scussion prior to your ruling that we would
simply just admt this document in |lieu of further
guestions regarding it. | think that would resolve
the confidentiality issue. If it was filed as a
confidential document, we wouldn't have to discuss it
anymore, and just file it as confidential on e-Docket
now that it's been admtted pursuant to your ruling.

MR. LANNON: And, Your Honor, | was just going
to propose that.

JUDGE JONES: All right. Thank you.

And if | wasn't clear, the effect of
the ruling would be that Staff Cross Exhibits 3.0 and
3.1 are admtted into the evidentiary record with 3.1
being a confidential exhibit.

(Whereupon Staff Cross Exhibits
3.0 and 3.1 (Confidential) were
admtted into evidence at this
time.)
MR. LANNON: Thank you, Your Honor, and with
that, staff has no further cross of M. Kerckhove.

JUDGE JONES: Thank you.
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Just one nmoment.
Off the record regarding scheduling
and |l ogistics and things |ike that.
(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE JONES: Back on the record.
| believe there are other parties with
cross-exam nation for M. Kerckhove. Who would |ike
to proceed next?
MS. SATTER: | ' m ready. |"d be happy to go.
JUDGE JONES: All right. Ms. Satter.
MS. SATTER: Good norning, M. Kerckhove. How
are you?
THE W TNESS: Good morning, Ms. Satter. Good.
Thank you
MS. SATTER: | have a few questions for you.
CROSS- EXAM NATI ON
BY MS. SATTER
Q ' m going to start in your direct
testinony, the revised direct testinony.

You refer to the declining residenti al
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commerci al customer usage nmodel to forecast test year
sales. That's on page 9.

A Yes.

Q And you say that you used Decenber through
April usage data, correct?

A Yes.

Q And so you don't use November and Decenber
data, correct?

A That is correct, and | believe M. Naum ck

provided testinony as to why those nmonths were not

used.

Q And do you recall that he said that those
mont hs were not used because Illinois-American does
bi monthly billing in some areas?

A Hi storically that has been the case. As
you may recall from prior cases, for exanple,
Chanpai gn and Lincoln had bimnthly billing, and
before I came to American Water, there may have or
may not have been other districts with |less frequent
billing.

Q Do you know if Chanpaign and Lincoln stil

have bimonthly billing?
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A They do not at this time.

Q Do you know when that bimonthly billing
switched to monthly billing?

A It would have been after the order in the
docket that gave the conpany perm ssion to bill those

customers nonthly. There would have been a
transition during that time so they would have stil
gotten some anmount of billing that was in excess of
one month for a certain period of tine.

My recollection is sometime late in
2008.

Q Woul d that have been in the '07 rate case,
07-0507, do you recall?

A ' m thinking that's what it was.

Q Okay. Now | wanted to ask you -- ny cross
exhibits, the nunbers are not going to be sequenti al
but we will catch up, so I hope you'll bear with me.

In your direct testinony on page 13,
you tal ked about the federal income tax rate?

A Among ot her things, yes.

Q Anmong ot her things. Okay.

| want to show you Schedule C-5.1, and
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|'ve marked it as AG Cross Exhibit 16, and maybe you
can take a | ook at that.
You sponsored this schedule, right?

A That is correct.

Q Okay. So in this schedule, you're supposed
to relate procedures used to calcul ate the
consolidated federal income tax. That's what it says
on line 1, right? And you respond, and as you state
in your testimony, you calculate Illinois-Anmerican's
income tax obligation at a statutory federal income
tax rate of 35 percent, correct?

A | indicate that the federal income tax
[iability of Illinois-American Water Conpany has been
cal cul ated based upon the stand-al one conpani es
taxabl e income and the statutory federal inconme tax
rate of 35 percent.

Q And then the schedule you say, the question
is to identify benefits, if any, of the consolidated
filing of the federal income tax return to the
utility.

And is it correct that you respond

t hat there has not been any direct benefit to
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participating in the filing of a consolidated federal
income tax return for Illinois-American?
A That's what it states on this, yes.

Q And that's correct?

(Pause)
Q |'m sorry. Am | awaiting an answer ?
A Yes, you are.
(Pause)
A It actually states though that since the
utility's tax liability has been cal cul ated as

i ndi cated above, there has not been any direct
benefit to participating in the filing of a
consolidated federal income tax return.

Q So the only benefit would be an indirect
benefit fromthe reduced adm ni strative cost, is that
right?

A Strictly a consolidated filing, yes.

Q So would that adm nistrative benefit be
that they don't actually file a separate incone tax
return?

A | don't believe that we do file a separate

federal income tax return.
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Q Now, in your rebuttal on page 3, you refer
to interest synchronization, and you specifically say
that the revenue requirement reflects tax savings
generated by the fact that interest is tax
deductible. So my question is, does this apply to
all interest payments or does it depend on the
underlying debt?

In other words, is all interest tax
deducti ble or does it depend on the nature of the
debt that the interest is payable for?

A Well, we're tal king about for the rate case
here.

Q Yes.

A And so we are applying the conpany's
wei ght ed average cost of debt times the company's
rate base to determ ne the amount of synchronized
i nterest.

Q More generally, nmore generally you testify
| believe that interest is tax deductible, is that
right?

A Yes.

Q Okay. And when interest is tax deducti bl e,
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is there a limtation based on the nature of the
deficit interest is paid on?

I n other words, can you deduct
interest on your house but not interest on your car
| oan?

A We're talking a rate case here, and for
rate purposes, this is how it's cal cul at ed.

Q Wel |, what about for tax purposes?

A | don't prepare the conpany's tax returns.

Q So you don't know?

A So | don't know as far as interest what is
i ncluded on the conmpany's tax return.

Q And you don't know how it would be treated?

A No, | don't.

Q Okay. Now, on page 17 of your rebuttal
you tal k about BT and the BT costs that are allocated
to American Water's market based or nonregul at ed
affiliates, is that right?

A | discuss that they are two aspects of the
BT systens that are being used by the conpany's
nonregul ated utilities.

Q Okay. l"d like to show you what |I'm
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mar ki ng as AG Cross Exhibit 17.

Now, you're one of the w tnesses
responsi ble, and this is the response to AG data
request 8.68, and | want to ask you, do the
nunbers -- well, first of all, does this response
show the AWW service conpany information technol ogy
department charges for 2009, 2010, 2011 for the
regul ated and the nonregul ated affiliates?

A Yes, it does.

Q And this is pre-business transformation
correct?

A You know, this does have both Andrew
Twadel l e's name on it and m ne, and Andrew may be the
better witness to answer questions on this.

Q Okay. Now, he's appearing by tel ephone, so
are you saying you're not sure or you're saying it
i ncludes both?

A ' m saying that M. Twadell e would probably

be the better person to answer questions on this

response.
MR. STURTEVANT: Well, | mean, | think the
document speaks for itself. Are we relating it to --
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| think before we discuss stipulating its adm ssion,
why don't we just do that, just discuss stipulating
to the adm ssion of this and --

MS. SATTER: | actually wanted the record to
reflect what it is, and now that there's sonme
guestion about it, I think we should clear it up

If this witness doesn't know, then we
can either stipulate that this is service conmpany
i nformati on technol ogy charges i ndependent of BT or
not .

So maybe we can come back to it
because M. Kerckhove, you are not sure?

THE W TNESS: You are correct.

Q Okay. Now I'd Iike to show you an exhibit
mar ked as AG Cross Exhibit 15, and this is the
response to AG data request 7.1 and one attachnent.

Now, the attachments are marked
confidential. They are attached to this copy so |
will give themto company representatives and staff
representatives if they want them and | wll file
them on e-Docket appropriately.

Now, will you agree with me that
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Il 1inois-American receives paynments for allow ng

other entities to advertise or place equipment on its

water towers or other utility properties?
A Such as antenna | eases?
Q Yes.
A Yes.

Q And AG data request 7.1F asked for the
total revenues that Illinois-Anmerican or its
affiliates received in the test year under the
various contracts or agreements, correct? That's the
gquesti on.

A Yes.

Q And the answer says, see an attachment.

So the confidential attachment to the
exhibit that | just showed you has those nunmbers and
t hose | eases, is that correct? The first attachment
identifies the | eases and the | ast page, 7.1E, has
payments for 2010, 2011, and the first three nmonths
ending 3-31-12.

Would it be correct that the test year
revenue for these | eases would be basically the grand

total for the three nonths ending 3-31-12 times four
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to make it an annual amount? Of course, that's for
"12, but assum ng these are |evel paynments.

A | wouldn't say that.

Q How woul d you use this to show what the

test year anmpunt is?

A Thi s document was prepared under ny
gui dance and supervision, was not prepared by nme. | t
appears that this was responding to 7. 1E. " m not

sure that this provides an amount for the test year.

Q But could the test year revenues be
deduced?
A " m not sure.

Q Does the company, has the company included
revenues fromthese | eases for other equi pment use in
revenues for the test year?

A One-hal f of revenues that are received from
tenant | eases are included in the rate case for the
test year.

Q And what happens to the other half?

A The other half is below the |ine.

Q And why is that?

A. | believe that there has been Comm ssi on
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precedence or

t hese costs or,

and below the |ine.

Q

Is there a particular

t he conpany had?

A
Q
A

Q

| don't recall
Do you recal
No, | do not.

Do you recal

excuse me,

the docket

the year?

request

for tha

nunmber for

if it was a specific

t t

Comm ssion orders allowing us to share

t hese revenues 50/50 above

hat

t hat .

Il 1inois-American request or if you're follow ng

precedent
A
Q
relate to

A

from another utility?

| do not know.

Now, the equipnment that

are in rate base, isn't

Pl acement of equi pment,

our equi pment.

Q
pl aced?
A
property?
Q

A

t hese contracts

t hat

t hat

correct?

woul dn' t

be

But the property on which the equi pment

Such as water

Ri ght .

Yes.

towers or

ot her

| AWC

is
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Q That would be in Illinois-American's rate
base, correct?

A To the extent if it's not fully
depreci ated, yes.

Q Ri ght .

Do you know where that half amount is

i ndicated in your filing, in your revenues? 1Is it
included in other revenues?

A | believe so. | would have to take a | ook

at the applicable E schedul es.

Q Do you believe they would be E schedul es or
C?

A Yes.

Q E schedul es?

A The E schedul e would show specifically

where they are because the C schedule is just a
revenue anount.

Q So a review of the E schedule should show
what the total amount is, and then we understand that
the total amount added to revenues is half what
I11inois receives under these contracts?

A Yes. "' m not sure we have it quite in that
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detail for you in the E schedul es. | woul d have to
check on that for you.

Q Okay. | f you woul d. Maybe we'll have a
break and you could check it and then get back to us.

Al'l right. | was wanting to ask you,
in your testimony you refer to the nultifamly,
nunmber of multifamly dwellings in your service
territory.

l'"mtrying to see if that's in your
rebuttal or your surrebuttal.

Do you recall?

A Yes. lt'"s in nmy direct on page 22.
Q Oh, it's your direct. Yes.

You say currently there are 3,800
multifamly customers classified as residenti al
across the state, alnmost half of themresiding in the
Chanpai gn district. And then you say 900 multifamly
customers are classified as nonresidential.

So my question is, do you recall the
| ast rate case, 09-0319, the question of how
multifamly customers would be treated was an issue,

was addressed by the Comm ssion?
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And if you'd like, |I could refresh
your recollection by showi ng you a page, some pages
fromthat, fromthe order.

A | believe | discuss that on page 21
JUDGE JONES: Excuse me just a m nute. | don'
know if we | ost our connection or not.

MR. LANNON: You know, Your Honor, there may

have been more than Nicole on that |ine.
MS. SATTER: Ni cole, are you still with us?
MS. LUCKEY: | " m here. | lost you guys for a

coupl e m nutes.

JUDGE JONES: Okay. Very good.

Q BY MS. SATTER: My question is in the ord
in 09-0319 regarding nmulti-unit residential buildin
classification, the Comm ssion said, "IAWC asserts
t hat these indicia, meter size and vol ume of
consumption, do not lead to the conclusion that the
identified structures are indeed master netered
multifamly residents. | AWC has reviewed its recor
and confirmed that only two nultifamly customers
out si de of Chicago Metro are classified as

residential ."

t

er

g

ds
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So my question is, in 2009, the
conpany identified only two nultifamly customers
out si de Chicago Metro classified as residential, and
yet in this case, you say there are 3,800 with nost
of themor with almst half of themin the Chanpaign
district.

So what happened between the two
multifamly customers outside of Chicago Metro and

the al most half of 3,800 in the Champaign district

al one?
A May | see that | anguage you were referring
to?
(Whereupon Ms. Satter handed a
document to the wi tness.)
Q It's underlined.
Was there an error in the |ast case?
(Pause)
A | did not testify to this issue in the |ast

case so | really can't answer that question.
Q Okay. You al so say that, you tal k about
whet her any nultifamly dwellings outside of Chicago

Metro have asked to be recl assified as
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nonresi dential, and you say no one has nmade t hat
request.

A That is correct.

Q So can you describe the notice that was
provided to nultifamly customers that they have the
option?

A ' m not sure we were required to provide
any such notice or to provide such notice.

Q So, in fact, did the conpany provide any
notice?

A ' m not aware of any.

Q Okay. Thank you

Now | 'd Iike to show you sone ot her
data requests that | have sonme questions about, and
these are data requests that your name is on.

So starting with the response to AG
data request 8.12...let's make sure | have that
handy. And then this would be No. 16.

Now, several of these data requests
have confidential attachments so we will file them
appropriately and we will distribute themto the

conpany, staff and the judge.

425



10

11

12

13

14

15

16

17

18

19

20

21

22

JUDGE JONES: Do you already have a 16?
MR. STURTEVANT: Yes.
MS. SATTER: Are we on 17?7 |'m sorry.

MR. STURTEVANT: There's already a 17.

MS. SATTER: |"m on 18 then. " m sorry. The
response to AG data request 8.12 will be AG Cross
Exhi bit 18.

Q Now, M. Kerckhove, does this response |ist

t he busi ness transformation costs at the service
company and the correspondi ng amounts on the
utility's books for January 2011 through March 20127
A You could have given it to me in bigger
font.
Q | know it's a killer on the eyes. You need
a magni fying glass or cheaters.
(Pause)
A Bear with me a nonment, please.
Q You could actually | ook at the question.
It's a bigger font.
(Pause)

A Coul d you please read back the question?
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(The reporter read back the | ast
guestion.)

A This shows the anmount of costs incurred for
busi ness transformati on and the ampunt then that is
recorded on Illinois' books.

Q So the first line is the amount on the
service company's books, is that right?

A No. The service conpany anount is zero.

Q Okay. So when it says at the top on the
| eft, service conpany and then there's activity and
there's a Iine of nunbers...

A That shows the activity for each of the
mont hs.

Q Okay. So that would be the amount that was
billed for that activity or the costs incurred for
the activity for that month?

A Yes.

Q And so that amount would then be allocated
to the state utility affiliates, correct?

A Yes.

Q And then the second bl ock of numbers shows

t he amounts that were then passed along to the state
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utilities, correct?

A Yes.

Q And you'll agree with me that the tota
amount being the last Iine in that second bl ock for
each month for the state utility books is higher than

the service company activity for each nmonth, is that
right?
(Pause)

A Yes, and it does include some AFUDC.

Q Yeah. | was going to ask you what accounts
for that difference. AFUDC is part of it, correct?

A Yes.

Q Okay. And then there are also O&M costs

associ at ed?

A Yes.

Q Do you know what the O&M costs represent?
A No, | do not.

Q Do you know whether I1llinois-American is

attenpting to defer any of the O&M anmounts t hat
occurred prior to the start of the future test year
in relation to the BT project?

(Pause)
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Q Maybe | can draw your attention to the
colum November ' 11, the negative figure under O&M.
Does that help you respond to the question?

A Yes. II'linois has taken the position that
we are requesting capital treatment of the amounts
for business transformation in this case, and so
whi |l e amounts were originally recorded as O&V, they
were reclassified to construction work in progress.

Q Construction work in progress.

So that would be what's abbrevi ated
here, CW P?

A CW P.

Q Okay. So are you reclassifying the O&M to
become a capital cost that then accrues CWP? How
does that work?

A No. These will be costs for itens that may
be under -- these will be items that could be things
such as data cleansing, etc., that could in a
nonregul ated i nstance be expensed.

Q Did you say data cl eansing?

A Yes.

Q Okay. So these are items that could be
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expensed in a nonregul ated setting, but you're
treating them as capital costs in a regul ated
setting?

A Yes.

Q You'd like to treat them as capital costs?

A Because the utility, the Comm ssion could
allow us to treat these costs as capital.

Q Okay. It could go either way, is that
right? 1t could be treated as capital; it could be
treated as expense?

A That's up to the Conmm ssion to decide.

Q Do you know how much O&M woul d then be
included in the capital costs for BT?

A Well, we're taking the position that
they're all capital so I would say zero.

Q What about the functions that would
ordinarily be seen as O&M, do you know how nmuch noney
associ ated with those functions would be in your
capital amount?

A What do you nmean by functions? Can you
clarify a little bit?

Q Well, how do you define operations and
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mai nt enance expense? \What categories of activity
fall within that category?

A They would be itenms that relate to a
current period and would not benefit future periods.

Q So you're defining it -- doesn't that kind
of become a circular definition because if you say,
well, I'"mdefining it as capital costs, then I'm by
definition, not defining it as O&W?

A You asked me to define O&M expenses.

Q And that's how you would do it?

A You asked me to define O&M expenses and |
di d.

Q Okay. So you don't know what the
underlying activity is that's then classified as
ei ther an O&M expense or a capital expense?

A There are a | ot of activities going on in
busi ness transformati on.

Q And you haven't made that distinction as to
what activity gives rise to what cost?

A We made the distinction that they are al
capital.

Q Do you know how much O&M Il 1 inoi s-American
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is intending or requesting to defer in its total
capital request? Do you know how much?
MR. STURTEVANT: ' m going to object. | don't

know that he's testified that there is any deferral

goi ng on.
MS. SATTER: Well, I"'mtrying to find out if
there is. If there isn't, then just tell me there

isn't, or if you don't know, tell me you don't know.
| truly -- he m ght not have testified to it and
that's why |I'm asking the question.
JUDGE JONES: Can | have the question read
back, Ms. Reporter?
(The reporter read back the | ast
guestion.)
JUDGE JONES: It's kind of borderline there.
think it does contain an assunmption in there.
How nmuch, if any, is a slightly
di fferent question. It would be acceptable if the
guestion is worded as such.
The objection is sustained w thout
prejudice, of course, to rephrasing it.

MS. SATTER: Can | just accept your
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modi fication to it? |I'm happy to do that.

JUDGE JONES: Well ..

MR. STURTEVANT: That's fine.

JUDGE JONES: Are you able to give an answer or
do you need the question back?

THE W TNESS: Pl ease.

MS. SATTER: "1l just reask the question.

Q Do you know whether Illinois-American is
requesting to defer any charges as part of its BT
capital cost?

A We are recording these as capital by
putting themin construction work in progress, so |
don't see any deferral of our O&M expense.

Q Do you know if the service conpany records
AFUDC on the BT amounts included in the schedul e?

A | don't believe so.

Q Now, on the utility books section of the
attachnment, there is a line for regulatory asset
AFUDC gr oss-up.

What's the basis for that figure in
t hat treatment?

A That woul d be each state's AFUDC applicable
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to the anmount in construction work in progress.

Q Does Illinois have that?
A Yes.
Q Do you know what the AFUDC rate is as we're

sitting here?

A No, | do not.

Q Do you know what it's based on, the
formul a?

A It's a thing called the FERC fornmul a.

Q The FERC formul a?

A Yes.

Q And did the company request perm ssion from
the Conmm ssion to treat these costs as a regul atory
asset entitled to AFUDC?

A We are treating these costs as construction
work in progress where you would record AFUDC because
this is a multi-period project, and so therefore, you
woul d accrue AFUDC on it just |like you would a water
treatment facility until it goes into service.

Q So there's a CWP entry and a regul atory
asset AFUDC gross-up factor. Those are different?

A | don't recall the specific calculations to
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arrive at that.

Q But you see there's two entries?
A Two entries?
Q Under 1l linois-American business

transformati on, there's CWP and then O&M and t hen
regul atory asset AFUDC, so there are amounts for both
CW P and for the AFUDC gross-up?
A The CW P amount does not include the AFUDC,
MR. STURTEVANT: Sue, are we be going on for a
whi | e because he m ght want a break if we're going to
be continuing on for some period.
JUDGE JONES: Off the record regarding
schedul i ng.
(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE JONES: Back on the record.
Q BY MS. SATTER: Is it correct that the
busi ness transformati on related costs are originally
recorded by the service conpany as shown on the first
line and then are transferred fromthe service

conpany to the utility for payment? |Is that howit's
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done?

A The amounts are paid for by the service
company and then charged through the service company
bill to each of the regulated utilities.

Q Okay. Now |'m going to show you the
response to AG 8.13 and to 8. 14, and those nunbers
will be 19 and 20.

So the response to AG 8.14 is 20, and
the response to AG 8.13 is 19.

Again, these are confidenti al
attachnments, but the cover page is not confidential.

Again, this is a killer on the eyes,
but I'"m going to ask you a question and then |let you
take a mnute to | ook and see if you can just
confirm

MR. STURTEVANT: There's no way to get a nore
| egi bl e version of this?

MS. SATTER: You know, this is how it was
served, and we were reluctant to make a change on how
it was served, but we will provide it electronically,
and when we provide it electronically, you can make

it larger.
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The only question really that | have
on this is you'll see that there is no AFUDC gross-up
on the attachments to these two data requests, and ny
guestion to you is if you know why there is no AFUDC
gross-up on the attachments to 8.13 and 8.14. That's
the only questi on.

A No, | do not.

Q And do you know if the BT ERP O&M is a
nonrecurrent cost or a recurrent cost?

MR. STURTEVANT: |'m sorry. VWhich attachment
and where are we?

MS. SATTER: That would be on --

MR. STURTEVANT: Or which cross exhibit?

MS. SATTER: | think either one. Using 8.13,
if you | ook under the state utility books under
activity, there's ERP, and simlarly under
Il 1inois-American business transformation under
activity, there's ERP, and there's no O&M |l i sted
t here.

MR. STURTEVANT: It's the attachment to 8.13.

MS. SATTER: Yes.

MR. STURTEVANT: Under 1111 nois-American.
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MS. SATTER: Yeah. You'll see the first |ine
is ERP. Actually, under ERP, CIS, and EAM, there is
no O&M.

So my question is, are there
nonrecurring costs?

MR. STURTEVANT: Sorry, Sue. | hate to bel abor
this, but I'm Il ooking under ERP, CIS, and EAM under
Il 1inois-American 8. 13.

MS. SATTER: There's a bl ank

MR. STURTEVANT: |'m seeing an O&M line with
numbers next to it, so |I'mnot follow ng you.

MS. SATTER: Which one are you | ooking at?

MR. STURTEVANT: ' m | ooking at 8.13. There's
an ERP and then underneath that is O&M somewhere.

MS. SATTER: Oh, you're right. | m sread that.
" m sorry.

Q Al'l right. So | ooking at March, | ooking at
the attachment to 8.14 which is AG Cross Exhibit 20,
if you start in March of 2013, under ERP, there is a
zero of CWP and O&V, is that right?

MR. STURTEVANT: Under the Illinois-American?

MS. SATTER: Under the IIllinois-American.
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Q So my question is do you know why there is
zero O&M for that period?

A These are budgeted numbers, and for those
mont hs beginning in March, | don't believe there are
any nore, as we are requesting in this case, capital
items for the ERP system since the system was goi ng
into service by August of 2012.

Q So the O&M up to March 2013, are those
nonrecurring costs?

A Ri ght. Those are the ones that we are
including in capital, we're requesting themin
capital in this case.

Q So those are the ones you are rolling into
the capital costs, and then after that date, you
don't anticipate additional O&M rel ative to the BT
syst ent?

A We don't anticipate any capital related to
ERP portion of BT.

Q So you're not classifying or you're not
treating those costs as capital after that month?

A There are obviously certain systens

mai nt enance costs that are O&M but they are not part
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of this BT budget.

Q Okay. And then for the CIS and EAM
systems, that seenms to kick in in Novenber of 20137
That's when it gets zeroed out, is that right? And
do you think that corresponds with --

MR. STURTEVANT: Are you asking that when the
O&M gets zeroed out or is that when something el se
gets zeroed out?

MS. SATTER: | s that when the O&M gets zeroed
out. Thank you.

MR. STURTEVANT: | don't think the O&M does get
zeroed out in the ERP or CIS.

MS. SATTER: Starting Novenmber? Oh, |I'm sorry.
You're correct. So the CWP gets zeroed out.

THE W TNESS: Again, these are budgeted
nunbers, and at the time the budget was prepared, we
weren't expecting to record them as capital, and so
as you notice the actuals, then we did put them as
capital, and so therefore, going forward, we do not
have O&MW.

Q Al'l right. And then CWP is no | onger

accrued because the underlying asset is in place, is
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in operation?

A For those anmounts that were originally
budgeted as capital, yes, and then those amounts that
are originally budgeted as O&M that we actually are
proposing capital treatment are going into service in
each of these nonths.

Q So for the CIS and EAM you actually do
continue to record O&V expense even after the systens
are in operation?

A No.

Q Projected?

A We put these in as capital in these nonths,
and they're not reflected in this case since they
occur outside of the test year.

MS. SATTER: Okay. Thank you. Thank you for
t hat expl anati on.

So those are the questions we have
relative to this subject and these exhibits so this
could be a good time to stop.

JUDGE JONES: Off the record.

441



10

11

12

13

14

15

16

17

18

19

20

21

22

(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE ONES: Back on the record.
We hereby break for lunch until 1:35.
(Whereupon the lunch recess was
taken from 12:35 to 1:35 p.m)
JUDGE JONES: Back on the record.
M. Kerckhove is still on the stand.
| believe Ms. Satter's cross with himwll be
finished at a |later point, and M. Robertson will
conduct his cross at this time? |Is that what's been
wor ked out ?
MR. STURTEVANT: That's correct.
MR. REI CHART: That's correct, Your Honor.
JUDGE JONES: Anything else regarding that?
Very good. M . Robertson?
MR. ROBERTSON: Thank you, Your Honor.
What |'ve given everybody is what |'d
i ke to mark as |1l WC Cross Exhibit No. 2 which is a
schematic that was provided in response to Il W data

request 4.1.
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CROSS- EXAM NATI ON
BY MR. ROBERTSON:
Q M . Kerckhove, is this a schematic show ng
| AW CSR di stribution system serving Air Products?
A Yes, in response to | AWC 4. 1.
Q Thank you.

On page 18 of your surrebuttal
testinmony, you state there's a m sunderstanding in
your rebuttal testimony concerning consolidated
billing, is that correct?

It's actually the | ast paragraph in
your testinmony.

A | believe you must be | ooking at one of ny
ol der versions.

Q Whi ch page?

A On page 22 of the revised.

Q Okay. On page 22, you state that there's a

m sunderstanding in your rebuttal testinony

concerning consolidated billing, is that correct?
A Regardi ng the combi nati on of readings from
meters.

Q Correct.
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A Yes.

Q And t hat same page 22, you state, if
there's only one distribution system behind a
customer meter, then the readings of the two meters
can be conmbined for consolidated billing in
II1inois-American's declining block volumetric
charges, is that correct?

A You nust be paraphrasing that as a quote of
my testinmony.

Q Correct, yes, paraphrasing.

A But if there is a common distribution
system behind multiple nmeters, then the readi ngs of
the two meters can be conbi ned, so that way, if Air
Products, for example, has multiple rate blocks, the
two readings can be conmbined so both meters don't
have to go through the rate bl ocks.

Q And woul d you agree that a customer with an
i nterconnected distribution system behind two neters
woul d pay less to Illinois-American based on the
pi pi ng configuration behind those meters than it
woul d pay to Illinois-American if the customer or

di stribution piping behind the meters was not
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i nterconnect ed?

A Yes.
Q |'d Iike to run you through a quick
hypot heti cal . In this hypothetical, the custonmer is

served as a single prem se, which is manufacturing
facility, served fromtwo meters off the same

Il 1inois-American distribution main, and the neters
for the manufacturing plant are not interconnected by
the customer's internal water distribution system

| s that okay? Does that make sense?

A Sur e.

Q Okay. | f this particular customer has two
meters served fromthe same distribution main, the
does the customer's peak day and hour demand on the
I'l'1inois-American system change dependi ng on whet her
or not the distribution system behind the meters is
or is not interconnected?

A | can't answer that question.

Q Woul d you agree that the demands on the
transm ssion mai ns necessary to bring water to that
customer do not change if its distribution system

behind the meters is interconnected?
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A | think that's nore of an operational
guestion rather than a rates type question.

Q Okay. Last question. Would you agree that
the cost of serving that single hypothetical customer
prem ses fromtwo meters on the same
II1inois-American distribution main does not vary
based on the configuration of the customer's
di stribution system behind the meters?

A |'mreally not confortable answering that
guestion because | think it's more in the area of
expertise of someone |ike Paul Herbert who perfornms
cost of service studies, and again, that's outside ny
area of expertise.

Q So you don't actually know if the cost
varies then depending on whether it was consoli dated
behi nd the meter or not?

A |'m sure there are a nunber of factors that
go into determning the cost of service for
customers, and | believe that that would be better
answered by sonmebody with M. Herbert's credentials.

MR. ROBERTSON: Okay. | have no further

guesti ons.
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JUDGE JONES:

t hat exhi bit?

MR. ROBERTSON:

t hat exhi bit.

JUDGE JONES:

| | WC Cross Exhi bit

MR. STURTEVANT:

JUDGE JONES:

| | WC Cross Exhi bit

evidentiary record at

MR. ROBERTSON:

JUDGE JONES:
MR. ALPERI N:
one question of

JUDGE JONES:

JUDGE JONES:

Did you want

Yes. Sorry.

to do something with

l'd like to enter

Any objection to the adm ssion of

27

No obj ection, Your Honor.

Let the record show no objection.

No. 2 is admtted into the

this time.
(Wher eupon I I WC Cross Exhibit

was admtted into evidence at

this time.)

Thank you, Your Honor.

Thank you, M. Robertson.

| just have what m ght only be

this witness.

Off the record.
(Wher eupon an off-the-record
di scussion transpired at this

time.)

Back on the record.

2
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My understanding is M. Kerckhove wil
be pull ed back off the stand and another w tness put
on for witness convenience, is that right?

MR. LANNON: That's correct, Your Honor.
(W tness excused.)

JUDGE JONES: Staff witness?

MR. LANNON: Yes, Your Honor.

Wth your perm ssion, staff would call

M. David Sackett to the stand.
JUDGE JONES: M . Sackett?
(Wher eupon the witness was sworn
by Judge Jones.)
JUDGE JONES: Thank you. Have a seat.
DAVI D SACKETT
called as a witness herein, on behalf of staff of the
II'1inois Commerce Comm ssion, having been first duly
sworn on his oath, was exam ned and testified as
foll ows:
DI RECT EXAM NATI ON
BY MR. LANNON:
Q Can you please state your full name for the

record spelling your |ast name?

448



10

11

12

13

14

15

16

17

18

19

20

21

22

A David Sackett (S-a-c-k-e-t-t).

Q And who is your enployer and what is your
busi ness address?

A ' m enpl oyed by the Illinois Commerce
Comm ssi on. My busi ness address is 527 East Capitol
Avenue, Springfield, Illinois 62701.

Q And what's your position at the Illinois
Commerce Comm ssion?

A |*"'m an econom ¢ analyst in the policy
program of the Policy Division.

Q And did you prepare written prefiled
testimony with various attachments for submttal in
this proceedi ng?

A Yes, | did.

Q Do you have before you a docunment marked
for identification as I CC Staff Exhibit 7.0
consisting of a cover page, table of contents, 17
pages of narrative testinony, and attachments A
through E with attachment D being confidential?

A Yes, | do.

Q Do you have before you -- well, excuse ne.

Let me back up.
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Do you have any corrections to make to
| CC Staff Exhibit 7.07?

A No, | do not.

Q Okay. Do you have before you a docunent
whi ch has been marked for identification as |ICC Staff
Exhi bit 15.0 consisting of a cover page, 50 pages of
narrative testimony, and attachments A through zero?

A A through O.

Q Excuse me; A through O

A Yes.

Q And that's titled "The Rebuttal Testinony
of David Sackett," and it's in both confidential and
public versions, is that right?

A That's correct.

Q Do you have any corrections to make to |ICC
Staff Exhibit 15.07?

A The cover page reflects an incorrect date
of filing. It was April 27th it was filed, not the
26t h.

| have no further corrections.
Q Is the information contained in Staff

Exhibits 7.0 and 15.0 true and correct to the best of
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your knowl edge?

A Yes, it is.

Q And if | were to ask you the same questions
contained therein in both Exhibits 7.0 and 15.0,
woul d your response be the sanme today?

A Yes.

MR. LANNON: Thank you

Your Honor, M. Sackett is avail able
for cross, and I'd Iike to move for adm ssion into
evidence Staff Exhibits 7.0, attachments A through E
Staff Exhibit 15.0, attachments A through O

JUDGE JONES: Thank you.

Any obj ections?

MR. WHITT: Just to be clear, Your Honor, we
don't have any objections at this time but we may
dependi ng on how the cross goes.

MR. LANNON: | can pick that up after cross,
Your Honor.

JUDGE JONES: All right. W'Ill hold off on a
ruling on the adm ssion of those exhibits.

It appears that Illinois-American

Wat er Conpany has cross for M. Sackett, is that
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correct?

MR. WHITT: We do, Your Honor.

JUDGE JONES: M. Whitt?

MR. WHI TT: Good afternoon, M. Sackett.

THE W TNESS: Good afternoon.

MR. WHITT: We introduced ourselves yesterday.
I'm Mark Whitt, and | have some questions about your
testi nony.

CROSS- EXAM NATI ON
BY MR. WHI TT:

Q | guess I'll just start by asking you what
pi qued your interest in American Water Resources
products and services?

MR. LANNON: Obj ection, Your Honor. | don't

see the relevance in that question.

JUDGE JONES: This is cross. | think that's
fair if the witness can answer it; if not, he can say
SO.

THE W TNESS: In the course of my enpl oyment
here with the Comm ssion, |'ve worked on various
affiliate issues of various resource type scenari os

where there are products being offered by an
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unregul ated affiliate that are in sonme way assisted
by a regulated utility, and |I've testified on those
in previous proceedings.

Q BY MR. WHITT: Are you aware of any
conplaints to the Conmm ssion by any Illinois-American
customers about AWR?

A No.

Q Are you aware of any conmplaints to the
Comm ssion by AWR customers?

A No.

Q Are you aware of any complaints to the
Comm ssion by conpetitors of AWR?

A No, |I'm not.

Q Have you received any conplaints or

inquiries from other Comm ssion staff members about

AVR?

A No.

Q Did someone direct you to |look into AWR and
what, if any, relationship it had with

Il 1inois-American?
A | think nmy boss assigned me to this portion

of the case after some initial investigation that |
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had done.

Q What was that initial investigation?

A Looki ng --

MR. LANNON: Your Honor, |I'm going to object to
this line of questioning. He's asking the witness to
reveal...it's not attorney-client work product, but
it's how we operate behind the scenes here at the
I11inois Commerce Comm ssSion.

Now, M. Sackett has filed two pieces
of testimony. | don't think he has to go back into
how he came to file testinmony. He was assigned to
it.

JUDGE JONES: Response?

MR. WHI TT: | asked him whether he was directed
to look into AWR, and the answer was he was assi gned
to the case, and |I'm just trying to figure out how
this investigation that was conducted came to be.

JUDGE JONES: s he testifying as an expert?

MR. LANNON: Yes, he is.

JUDGE JONES: Well, I mean, | think we have to
gi ve counsel some | eeway on cross. Until we get to a

poi nt where it's kind of gone to another level in
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terms of some sort of situation where that kind of

information is somehow confidential or protected,

t hen you can bring that up. | hadn't really heard

t hat .

Ils there a question pending?
MR. WHI TT: Coul d you read the | ast question?

(The reporter read back the | ast
guesti on: "What was t hat
initial investigation?")

THE W TNESS: Okay. | had become aware of
American Water Resources and its affiliation with
II'1inois-American prior to this case during nmy work
on some other cases. Part of the information |
provided for the Comm ssion in some of the other
cases were simlar type products or services that
were offered in other areas.

| began investigating Gas Line Contort
Guard which is a Nicor services product. That was ny
initial case where | became aware of some of the
i ssues regarding this type of product, and from
there, | worked through some other cases and was

ultimately asked to provide testimny in an issue
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with Utilities, Inc. and their service in conjunction
with a HomeServe USA product, and that set of
products is simlar to American Water Resources water
line protection plan.
So as part of that investigation in

t hose cases, | | ooked into some of the details to see
what simlarities there were and differences between
t he vari ous cases and whet her or not any information
in this situation would be relevant to those
proceedi ngs, and as a result of that, | was aware of
the relationship between the affiliates and the
various services that may or may not have been
provided, and | was directed to | ook into that once
Il 1inois-American filed its water case.

Q And directed by whon?

A My boss?

Q Who was he or she?

A Tom Kennedy.

Q When did you start |ooking into the
affiliate relations issues in this case?

A | don't have a date. It was shortly after

the direct testinony was filed by the conmpany.
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Q | have some questions about your
interactions with the Alton call center, and 1|
call it the Alton call center as shorthand for the
call center operated by American Water Wrks Service

Conmpany. Are you okay with my shorthand? WII| you

understand ny questions if | refer to it |ike that?
A Yes, | will. There may be some questions
which you'll need to differentiate whether we're

tal ki ng about the portion of that facility that is
used for Anmerican Water Resources or the portion that
is used by the service conpany itself.

Q Let's start with a call that you made to
the Alton call center on February 7th

| guess before we get into details on
t hat particular call, have you made any other calls
to the call center in relation to your work for this
case?

A Just so that I'm clear about which cal
you're referring to, was it a call that you asked me
about and then | provided discovery response on?

Q Yes. | f you have the response to 4.04

handy, and I will have copies of all the DR

457



10

11

12

13

14

15

16

17

18

19

20

21

22

responses. We had a m xup in our prior set so that's
bei ng done right now.

A Okay. So, yes. Your question is whether
or not this is the only call that | made to the Alton
call center?

Q Yes.

A Okay. | did not call the Alton call center
directly. | called American Water Resources, and |
also called Illinois-American, and when | made the
call, I did not know whether or not the call was
going to be routed to Alton or not. AWR has cl ai med
that all of their calls are handled by their reps in
Al ton.

| also, like |I said, called the
utility's 1-800 nunmber and that call may have been
forwarded to Alton or Pensacol a.

Q Well, how many times did you dial the phone
to talk to someone there at the water entity?

A Hal f a dozen ti nmes.

Q So you had nore conversations or you placed
more calls that are reflected in the response to

4.047

458



10

11

12

13

14

15

16

17

18

19

20

21

22

MR. LANNON: Your Honor, | need a
clarification.

' m not sure what calls you're talking
about . It m ght be that Mr. Sackett has called
I11inois-American enpl oyees regardi ng DRs, sonething
like that, to help nove the process along, and |I'm
not sure if your question includes those type of
calls.

JUDGE JONES: Well, this is cross. Let's let
the witness answer that, and we'll give himleeway in
providing his answer.

MR. WHI TT: Why don't we back up.

Do you have your response to 1.19?

JUDGE JONES: \What's the reference there?

MR. VWHI TT: | AWC-1 CC 1. 109.

May | approach, Your Honor?

JUDGE JONES: Are you going to be asking
about -- do you have the copies now?

MR. WHI TT: | do. This is all of the
responses. There are sonme subm ssions with the
attachnments which are being addressed right now, and

| will give you a substitute copy, but for purposes
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of my questions right now, | think you can use that,
and the DRs and responses are in nunmerical order.

JUDGE JONES: Does Mr. Lannon have this and

ot hers?

MR. LANNON: No. ' m not even sure if the
wi t ness does. | know Mr. Sackett has some DR
responses up there. |'m not sure --

THE W TNESS: That | made?

MR. LANNON: Yes, | believe that's --
THE W TNESS: | have all of the responses that
| made.

MR. LANNON: Okay. Then maybe | shoul d use
t hat .

Q BY MR. WHI TT: Goi ng back to, in your
response, to AWC-1CC 1.19, you refer to a tel ephone
call, and | guess just to paraphrase your response,
it says that you called | AWC and were transferred to
AWR upon asking for information on WLPP, which I
assume you mean water |ine protection progranf

A Yes.

Q And in 4.04, there was a follow-up to your

response that asked for additional details about your
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tel ephone call

A Yes.

Q And you give details including the date of
February 7, 2012.

My question is did you make any ot her

calls like this one?

A Certainly.

Q How many?

A Like | said, a half a dozen perhaps.

Q Okay. Did you make notes of any of those

A Some of them yes.

Q How many of then?

A | don't have the notes with me, but
sometimes | took notes if particular itenms came up,
i ssues were revealed. Other times |I just listened to
t he process.

Q Okay. Let's focus on the February 7th
cal l.

What was the purpose of your call?
A That particular call | was trying to figure

out two different things. One, just more details
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regarding the transfer process, whether or not they
have t hat.
| was also trying to determ ne whet her
or not the custonmer service representative, the CSR
t hat was an AWA SC enpl oyee woul d indicate that
Il 1inois-American had the program whether or not
WLPP was a program offered by Illinois-American, or
whet her or not he would correct that m sunderstandi ng
t hat he may have perceived by ny question that woul d,
in fact, indicate that it was offered by AWR.
He chose to use the termthat | would

be transferred to another department which, since I
called Illinois-Anmerican's toll-free nunmber, | took
it to be an adm ssion from himthat the other
departnment he was referring to was anot her depart ment
in Il'linois-American Water Conpany.

Q Had you made any calls prior to
February 7th or was this your first one?

A | had made calls prior to that.

Q Okay. Had you served any discovery to the
company aski ng about details to the call center prior

to February 7th?
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A ' m not certain.

Q Okay. So on February 7th you called, your
response says you called | AWC.

| assume that to mean

Il 1inois-American's 800 phone number?

A Yes.

Q You cal led that nunber. Somebody answer ed
t he phone, correct?

A Uh- huh.

Q What did you tell the person who answered
t he phone or what did you ask thenf

A | don't know the exact thing that | said,
but | did ask the person, told the person | was

interested in finding out information about service

line protection programs, water |ine protection
programs. | did not try to indicate that | was a
customer of Illinois-American Water Conpany but |
sinply asked for details, like I said, trying to

| earn what their process was in handling calls and
what type of information they would...again, try to
clarify, because | was concerned the customers would

be m slead into thinking that the product was offered
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by the utility as is often the case with these types
of programs, and | wanted to clarify whether or not
t hat woul d be getting corrected by the customer
service representative.

As | found in each time that | called
and asked for clarification or details, the customer
service repetitive never made an attenmpt to clarify
t hat the product was offered by an affiliate. They
called in another representative, another department,
and several times they said, yes, we have such a
product. Let me transfer you.

Q Okay. Let's break this down. You

called -- where did you get the American Illinois 800
number ?
A From their website.

Q And the website gave a number for the
utility, correct?

A Uh- huh.

Q And you called the utility 800 nunmber,
correct?

A That's correct.

Q You asked the person who answered the phone
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whet her the utility had, whether they offered a water
| ine protection program correct?

A " m not certain if | used the term do you
have it or does Illinois-American. | don't remenber
but --

Q But the nature of the inquiry --

JUDGE JONES: Let himfinish his answer. | f
you think something needs to be stricken, you can
make a noti on. Let's let himfinish his answer.

A But basically was asking whether or not
t hey had a product of this sort.

Q And whoever "they" was said that they could
transfer you to sonebody that could answer your
guestion, correct?

A In this case for this day, it was anot her
departnment. That was the termthat Carla used in
t hat call

Q However many calls you made, in each
instance where you asked about water |ine protection,
you were transferred to sone other tel ephone number,
correct?

A. No. There were | think one or two calls in
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which | was provided with information about the
product by the customer service representative.

Q Okay. We sent a data request asking you
about any notes that you have with conversations, and
we got one page as an attachnment.

A | have --

JUDGE JONES: Let himfinish the question.

Q It | ooks like this.

A ' m just going back to 4.04.

Okay. Ri ght .

Q This is a note of your February 7th call?

Q " m not sure if it shows up on your copy,
but it appears to me that there is a photocopy of
notes that were taken on a notepad that | ook simlar
to mne, is that right?

A Except it was white.

Q Okay. Were there additional notes on this

A Absol utely.
Q Rel ative to your phone conversation?

A. Not to this one, no.
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Q To any phone conversation invol ving
Il 1inois-American?

A Yes.

Q And those were redacted? It doesn't show
up on what was given to us, is that right?

A That's correct.

Q And whose deci sion was that?

>

M ne.
Q That was yours?
A Yes.

Q Okay. You deci ded you would be selective
in what you decided to turn over?

A You asked a question about a particul ar
phone call that | referenced as the basis of ny
statement in testimony in 119.

Then in 4.04, you asked for me to
provide informati on about that call, provide the date
and time of his call, the name of the CSR if known,
how he identified himself and other notes or
documents related to that conversation, and that is
exactly what | provided.

Q Okay. Sir, I want to make sure |I'm
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under st andi ng this. | hope we can agree that to the
extent you're asking the Comm ssion to find that

vi ol ati ons have occurred that notes of the
conversations that you had and upon which you base
your testinmony would be useful information to the
Comm ssion and other parties to understand what's
going on. Wuld you agree with me?

MR. LANNON: | "' m going to object, Your Honor.
That's argunmentative.

JUDGE JONES: Did you finish your question?

MR. WHITT: | did finish.

JUDGE JONES: Response? Response to the
obj ection?

MR. WHITT: \What was the objection? What's the
basi s?

MR. LANNON: Argunmentative.

MR. WHI TT: It's not argumentative. | asked
hi m as an expert whether he thinks it's important to
the Comm ssion to have information in front of it of
notes reflecting conversations which he clains
constitute violations of the Public Utilities Act.

JUDGE JONES: Ms. Reporter, can you read the
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questi on back, please?
(The reporter read back the | ast
guestion.)

JUDGE JONES: The way that question is worded,
given the fact there's an objection to it, the form
of the question pretty much makes it al nost
i mpossible to rule on the objection.

So given that, the witness will not be
required to answer that question, but you're free to
forma different one, and we'll see where it goes.

Q BY MR. WHI TT: How many pages of notes do
you have, sir, relative to your interactions with
Il 1inois-American or any affiliate?

A Probably three.

Q Do you still have possession of those?
A | believe so.

Q Where are they | ocated?

A In my office.

Q Which is in this building?

A Yes.

Q Did you keep track of how much tinme you

spent on the phone when you made your calls?
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A Not generally. Sonmetimes | would write

down the time | called, and if it took awhile or if

was transferred, you know, | m ght have jotted a note
about that specific duration of time, but | didn't
keep a running total of how much time | invested in

my investigation in my calling the utility.

Q When you were transferred, on those
occasi ons where you were transferred, how much time
did that take?

A |t depends on whether or not you mean from
t he beginning of the call or the time | asked for
information till the time | was actually transferred.

There's a variety of --

Q No.
JUDGE JONES: Let himfinish his answer. | f
you feel like he's answered a question other than the

one you asked, then you can object and nmove to

stri ke, but we need to allow a little bit of
separation here between questions and answers so
people can finish their answers and others can finish
t heir questions.

Thank you
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THE W TNESS: Sir, if you could be nore precise
on the amount of time. It was an instant fromthe
time that CSR transferred me until the time | was
back to that portion of AWR's IBR I believe it was
referred to yesterday by Ms. Cooper, but, | mean,
it's a split second thing, but the point where | was
asking for information and trying to determ ne what
kind of information was provided was a variety of

time between maybe 10 seconds to 45 seconds if the

CFR was willing to provide more details about WLPP.
Q Let me ask ny question again. lt's very
sinpl e.

At any point in time when the CSR said
now | '"m going to transfer you to somebody, if |
understand you correctly, that took, in your words,
an instant; am1l right?

A Basically, yes.

Q And you were given at one point AW'Ss
direct tel ephone number, correct?

A By the CSR, yes.

Q And you continued then to place calls to

the utility phone nunber asking about AWR?
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A Certainly.

Q And you're not an Illinois-American Water
customer, are you?

A No, no, |'m not.

Q And did the CSR that you talked to ever ask
you whether you were a utility customer before they
transferred your call?

A Yes.

Q Woul d you agree the call center incurred a
cost to handle your call?

A The call center incurs costs for calls
based on the number of calls made to the toll-free
nunmber. That's what |'ve been lead to believe by the
wi tnesses of Illinois-American or American Water
Wor ks Service Conpany.

G ven that they are the source of that
information, | would say yes, for each call that |
made to that number, the cost to Illinois-Anmerican
was i ncreased by whatever the average cost per call
for that time period was.

Q So the answer to nmy question is yes?

A Costs, yes, to Illinois-Anmerican, yes.

472



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Okay. Now, |ine 534 of your rebuttal
testi nony. ..

MR. LANNON: s that |ine 534?

MR. WHI TT: Yes.

Q And it goes over onto the next page, but
you say CSRs are, in fact, referring inquiring
rat epayers to their nonregul ated affiliates for
i nformati onal / marketi ng purposes?

A That's correct.

Q And in the call that we tal ked about, you
are the person who asked about AWR, correct?

A No.

Q | thought we had established that when you
called the call center, the purpose of those calls
was to ask about water |ine protection or AWR?

A | said that the purpose of the call was to
ask the CSR about water |ine protection plan. | did
not mention AWR or any affiliate in my question to
the CSR, and the CSR did not indicate that | was
being transferred to AWR or an affiliate at all.

Q Okay. By refer though, all you mean is

transfer, correct?
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A You mean this particular quote from nmy
testinony?

Q Wel |, when you say that CSRs are referring
inquiring ratepayers to nonregul ated affiliates, what
you mean by that is that they are sinmple transferring
the call?

A No.

Q Can you go to line 482 of your rebuttal?

Are you with me?

A G ve me one second. Yes.
Q In response to Ms. Cooper, beginning at
line 482 you say, "I use the termtransfer to mean a

physical action conducted within a phone system I

use the terms refer and referral more broadly to mean

any met hod of getting ratepayers connected with AWR. "
Did | read that correctly?

A Yes, you did.

Q At |ine 295 of your rebuttal, you say that
after conpleting utility business, the customer is
then solicited and transferred to AWR. The custonmer
is never told that AWR is an affiliate or that the

call is no |longer pursuant to regul ated business.
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Il n your opinion, is it important for
callers to the Illinois-American 800 nunber to know
that AR is an affiliate?

A | think it's important for callers who are
calling a toll-free number of the utility, if they're
going to be provided with information or a transfer
or a referral to AWR, at a m ninmum they need to
understand that AWR is not a regulated affiliate.

Q And would it be your opinion that it's also
i mportant for the caller to know that whatever
happens after the utility business is concluded is no
| onger pursuant to regul ated busi ness?

A Absol utely.

Q Is it reasonable to assume that a great
many customers don't understand what an affiliate is
or what regul ated business nmeans apart from those of
us in the roon?

A | think that's a pretty reasonable
assunption

Q And would it also be a reasonable
assunption that trying to explain these concepts to a

customer m ght actually cause confusion to them?
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A That's possi bl e.

Q Would it also be possible that it would
take time to explain these concepts to a caller?

A It certainly woul d.

Q And t hat explanation and di al ogue with the
customer would increase the length of calls, wouldn't
it?

A Certainly.

Q Woul d you agree that sinmply transferring
the call or providing AWR s contact information could
be acconplished much nore quickly than engaging in
t his dial ogue?

A Yes.

Q What should the CSR have done differently
in the conversations you had with them?

A | think the CSRs, if they've been trained

appropriately, would have noted that the |ikely

reason for my calling the utility, Illinois-American
and asking about an affiliate's water |ine protection
program which just asking about the water |ine

protection program they would have known and of

course knew that | was referring to AWR' s product
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because that's who they transferred me to, so they
shoul d have explained that Illinois-American does not
offer any service line protection plans, and in ny
opi ni on, they should say that they are not allowed to
provide that information.

Q Or they could transfer you to somebody who
can, which is what they did, right?

A Certainly.

Q And once you were talking to somebody at

AWR, did they explain to you what the situation was?

A Not at all. | was never once by an AWR
enpl oyee ever informed that they were an affili ate,
an unregul ated affiliate, and that the products and

services that they were offering were not offered by
Il 1inois-American and they weren't regul ated.

Q So it's your position that when an
Il1inois-American customer calls the utility and asks
about |ine protection, that the CSR should -- what
should the CSR do?

| think what |I'm hearing you say is
t hat they shouldn't give them any information about

AVR.
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MR. LANNON: Obj ecti on. | think that
m scharacterizes the witness's testinony.
MR. WHITT: Well, please correct me if [|'m
Wr ong.
JUDGE JONES: Ms. Reporter, could you read the
gquesti on back, please?
(The reporter read back the | ast
guestion.)
JUDGE JONES: This is cross. | think that's a
reasonabl e questi on.
Do you understand the question,
M . Sackett?
THE W TNESS: | believe | do.

JUDGE JONES: Go ahead and answer it if you

can.
Do you need it read back?
THE W TNESS: Yes, please, if you woul d.
JUDGE JONES: Ms. Reporter?
(The reporter read back the | ast
guestion.)
THE W TNESS: That would be nmy preference. I
think that's the nost, | hesitate to use the term
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honest but the mpst forthcom ng issue. I f the
customer is calling and they're confused about
affiliate relationships, | don't think that it's in
the customer's interest, even if it's nore
convenient, to exacerbate a m sperception that the
customer has regarding who is offering this product,
and while that may be convenient for American Water
Resources to receive a call from somebody interested
in their product, | don't think that the utility has
any business offering customers to an unregul at ed
affiliate without the Conmm ssion's approval.

They sought Comm ssion approval to
provide information to their customers on a water
line protection plan, and the Comm ssion clearly said
no, you may not do that.

To me, the CSRs operating out of the
service center that do provide information to
rat epayers of Illinois-American, in my opinion, they
are operating as agents. It's a nonlegal term for ne
and it just helps nme to understand that the
associ ation that they're there representing when they

answer that phone, even though they answer the phone
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"Ameri can Water," they're answering on behal f of
Il 1inois-American Water Conpany.
| think when that happens, | think

that there is a responsibility on the part of the
wat er conmpany to not pass those customers along to
their affiliate, and they need to correct the
m sperception that may have occurred that |ead the
customer to call the water utility about an
affiliated conpany's product.

Q Let's go through the hypothetical.

Assunme |'m a customer of

II'1inois-American, okay? | call the
Il 1inois-American 800 number about a billing
gquesti on.

Are you following me so far?

A Uh- huh.
Q Is that yes?
A Yes.

Q And the CSR hel ps me out, and then | say,
"By the way, |I'minterested in |line protection. Can
you help me out with that?"

Still follow ng?
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A. Yes.

Q Il n your opinion, it

is a violation of

Section 7-101 of the Public Utilities Act

service company call center

for the

representative to

transfer me to AWR or give nme AWR s phone number or

give me AWR' s website?

A Yes.

MR. LANNON: Obj ection, Your Honor. First of
all ...

MR. WHITT: Well, he answered it.

MR. LANNON: Did he answer all, what was it,
five parts?

MR. WHI TT: He answered nmy question, and | will
move to my next question.

JUDGE JONES: Did you finish your answer?

THE W TNESS: Yes.

JUDGE JONES: Thank you.

Q BY MR. WHI TT: Line 266 of your rebuttal

A. You said 2667

Q 266, and actually, | my have meant your
direct. Well, | can give you a specific page
reference if you need it, but is it your testinony
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generally that when the service company CSRs interact

with Illinois-Anmerican ratepayers on behalf of the
utility, then the CSR is functioning as an agent of
the utility, correct?

A As | clarified, it is my nonlegal opinion

t hat such an agency does exist, yes.

Q And t hat exists when the service conmpany
interacts with the utility ratepayer, correct?

A Yes.

Q And once a caller is transferred to AWR,
there is no |l onger any interaction between the CSR
and the ratepayer, correct?

A Not to my know edge.

Q On whose behalf was the service conmpany CSR
acting when you called since you're not a ratepayer?

A Il 1inois-American's.

Q So is it your position that the service
conpany acts on Illinois-American's behalf regardless
of who's calling?

A Yes.

Q Okay. Let's tal k about your visit to the

call center on February 16th.
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Whose idea was it to go visit the cal
center?

A It was my idea.

Q Okay. Can you go to the response to 1.23,
| AWC- | CC 1. 237

May | approach, Your Honor?

JUDGE JONES: Yes.

MR. WHITT: And we will mark this entire
collection of DRs for the tinme being as | AWC Cross
Exhi bit 1.

JUDGE JONES: Are you talking about both
bat ches?

MR. WHI TT: The one | gave you, Your Honor.
"1l call it the corrected batch. W have not
identified anything previously. Now t hat we have the
right collection, I"mgoing to mark it as Cross
Exhi bit 1.

MR. LANNON: Mark, just for clarification, is
this comprehensive? 1Is this all?

MR. WHI TT: | believe this is all.

MR. LANNON: | ncl udi ng attachments?

MR. WHI TT: Yes.
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Q M. Sackett, do you have your response to
| AWC-1 CC 1. 23 that was served on March 14, 2012?

JUDGE JONES: \What was that reference again,
M. Whitt?

MR. VWHI TT: 1.23.

JUDGE JONES: Thank you.

MR. WHITT: There are a couple different
responses. " m focusing right now on the one dated
March 14.

THE W TNESS: Okay. So the one dated March 14
you're saying. Okay.

Q Do you have that one?

A | do.

Q And this requested you to produce notes,
menmor anda, e-mails or other docunents referring,

reflecting or relating to your February 16th visit,

correct?
A That's correct.
Q And if you will turn the page, there is

anot her response dated March 20, 2012. This one has
some attachments

A Yes. | see that response.
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Q Okay. And if we go to the first

attachment, t

here's an e-mail from Dan Kahle to you

dat ed February 9th.

Do you see that?

A. Yes, | do see that.

Q If you will

few more pages until you get to a document entitled

"Request for

means public?

go, M. Sackett, continuing a

PUB Travel Approval," which | assunes

A. Public Utilities Bureau.

Q Okay. This is a travel request form

correct?
A Yes.
Q And did you fill out this docunment?
A | did.
Q And when you filled out the February 9th

request for t

to bring M.

A | did.
Q And if you will ook at the line where it
says, "If applicable, please explain why travel is

necessary for

ravel approval, you intended at the time

Kahle with you?

more than one person.”
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A Yes, | see that I|ine.

Q And you wrote, "M . Sackett is a policy
witness who is investigating the unauthorized
provision of services."

Had you made a determ nation as of
February 9, 2012 that there was an unauthori zed
provision of services occurring?

MR. LANNON: Objection, Your Honor. That calls
for a |l egal conclusion. If M. Whitt wants to ask
himfor a layman's characterization, that's fine.

JUDGE JONES: Response?

MR. WHI TT: Your Honor, |'m asking him a
guesti on about what he wrote. He said he's a policy
wi tness who's investigating the unauthorized
provision of services, and the question is, had he
determ ned at that time as of February 9th someone
was providing unaut horized services.

MR. LANNON: It's the conclusion part of the
guestion that I"'mreferring to, Your Honor.

JUDGE JONES: | think counsel is just asking
about the words that appear in the DR response, so

what ever context the word was used in the DR response
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we'll say can be the same context as used by
M. Sackett when he answers the question.
THE W TNESS: l'ma little fuzzy on exactly

when this happened in the whole course of ny

i nvestigation, but I'm reasonably certain that by
that time, | had already determ ned, based on the
calls and the information that | had there, that

t here already was an unauthorized provision of
servi ces.

Q BY MR. WHI TT: And this was prior to your
visit to the call center?

A Yes.

Q And two days after your February 7th phone
conversation that we had tal ked about, correct?

A Yes.

Q You had not served di scovery on the conpany

as of February 9th, had you, relative to the call

center or any affiliate issues?
A | f you woul d pl ease give me one second.
(Pause)
A | believe that my initial set of discovery
t hat went out went out sometime in Novenber. | don't
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actually, | apologize, | don't have that first set of
DR requests, but there were questions about affiliate
transactions, and there were questions | believe in

t hat set about interactions between service company
empl oyees and, well, between the conpany and its

rat epayers regardi ng AVR.

There were al so questions that were
asked by other staff witnesses which | did review,
Bill Atwood being one and Dan Kahl e being another,
and so they asked some questions which | reviewed,
and those answers were also | guess a portion of the
basis of that conclusion at that time.

Q And, sir, you have attached various data
request responses to your direct and rebuttal
testinmony in this case, is that correct?

A That's correct.

Q And woul d you agree subject to check that
none of those, none of the responses that you attach
to your testinony were even served prior to
February 9t h?

You don't have to look it up. W'l

|l et the testimny speak for itself.
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A. No. |

MR. WHI TT:
Honor .

Q

att achment

can refer you specifical

(Pause)

y to...

"1l withdraw that question, Your

Can you go a couple nmore pages into the

to you dated February 14, 2012.

to 1.23, and it's an e-mail from Tom Sm th

A G ve me one second.
(Pause)

A Okay. Now, you're still in the 1.23
responses?

Q Yes.

A And you said going further?

Q Yes. It's a couple of pages after the
travel request form

A Okay.

Q And the message says, "David, |'ve
contacted Rich Kerckhove." It begins |ike that.

A Yeah, | did see that.

Q Now, is it the case that you set up a site

visit for

conpany,

February 16th before contacting the

t hat

is,

I[11inois-American?
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A Yes.

Q And Mr. Smth is indicating to you, is he
not, that he had sonme basic questions about whet her
it would be logistically feasible to arrange a visit
t hat soon?

A Yes, he did.

Q And you also sent an e-mail to M. Lannon
and others with a list of itenms that you wanted to
have for your visit, correct?

A That's correct.

Q Was it your expectation that staff would
send DRs for the itens that you' ' ve listed in the
e-mail ?

A Yes.

Q And you did not have any of the itens
listed in your e-mail prior to your visit, correct?

A Some of the information that | asked for of
t he conpany was provided during nmy visit to the
facility before |I actually went through the call
center, so | did not have it prior to traveling to
Al ton.

Q Well, let's try this again.
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You requested a list of itenms on

February 14th because you didn't have what you were

asking for

and you felt you needed it and you would

like to have had it before the visit, correct?

A

Q

Yes.

Coul d you go several pages | guess until

you come to a response to IAWC-1CC 1.23, and this is

a response date of March 28, 2012.

A
Q
A

docunment .

Q

Okay. There are apparently several pages.
It's probably a dozen pages.

Okay. All right. Yes, |'m | ooking at that

Okay. The second page of the attachment to

the March 28th version of ICC 1.23 has another travel

request approval form correct?

A
Q
A
Q
day after
correct?

A

The second page of the attachment?

Yes.

Yes.

And this one is dated February 10th, the

t he one you tal ked about previously,

| believe so.
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Q Can you tell me why there is information on
this travel request formthat is redacted and there
was not any information redacted on the February 9th
request ?

MR. LANNON: Objection, Your Honor. Calls for
a |l egal concl usion.

MR. WHITT: There was nothing | egal about that
gquesti on.

MR. LANNON: M. Sackett consulted with staff
attorneys regarding this, and we --

MR. WHITT: Well, M. Lannon --

MR. LANNON: We feel it's confidential, and we
redacted it just |ike the conpany does when they
respond to our DR.

MR. WHI TT: First, it's not privileged because
he's an expert.

Second, if it was privileged, the
privilege is waived by virtue of an unredacted report
on the same subject matter that was produced in the
prior response.

MR. LANNON: And you're a hundred percent

certain the redacted part is exactly the same?
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And why would the privilege -- why
woul d there be no privilege if I'"m giving my client
| egal advice? | don't understand.

MR. VWHI TT: Because he's a testifying expert,
and attorney-client privilege does not apply to
testifying experts.

MR. LANNON: You mean you waive, for all your
expert witnesses, you waive all attorney-client
privilege?

| think counsel is exaggerating that
point quite a bit.

JUDGE JONES: Ms. Reporter, could you read the
gquesti on back, please?

(The reporter read back the | ast
guestion.)

JUDGE JONES: While there may or may not be a
sinple answer to that question, given the dial ogue
bet ween counsel over the objection to it has sort of
taken it to another |level to raise questions about
attorney-client privilege and waivers and so on.

There's no sinple way to really rule

on that based on the argument that's in front of me

493



10

11

12

13

14

15

16

17

18

19

20

21

22

at this time if that's what that objection is about,
so work your way through your questions as best you
can. If there is still a debate over that, we wil
figure out some way to get that fully addressed, but
we're not going to take up any nmore time this
afternoon trying to work through all the | egal

i mplications and i ssues that come up under that
privilege or related privileges.

MR. WHI TT: ' m not sure, Your Honor. s he
all owed to answer the question of why it was redacted
or --

JUDGE JONES: Well, that's the first thing |
brought wup. If it were that sinple, then perhaps
there could be some argument specific to that and a
ruling, but the arguments went way beyond that, and
So there is no sinple way to issue that ruling given
t he argunents that followed that pulled that question
into a broad area of attorney-client privilege.

So that question and answer and
objection are basically put on hold, and if there is
still a debate over that, we'll figure out some way

to get that properly addressed at some point in tinme,
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but I'"m not going to take the time to do it now, and
' m not going to take the time to repeat ny statenent
again either.

Q BY MR. WHI TT: M. Sackett, | ooking at the
same docunment we've been discussing...

A The February 10th?

Q Yes.
A Okay.
Q The purpose of filling out this document

was to obtain approval to travel to the call center,

correct?

A To incur expenses associated with that,
yes.

Q Okay. And you were not -- you didn't fill

out this form for purposes of soliciting |egal
advice, did you?
A No.
Q You didn't have to provide a conpleted form

to your |awyer, did you?

A. Yes.
Q For approval ?
A. No, for reference and whether or not it was
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appropriate.

Q

So counsel wasn't

determ nati on of whet her

MR.

one to make a

the travel expense --

L ANNON: | object, Your Honor.

assum ng facts that are

nowhere in the r

He's

ecord. [

have already said |I made this determ nation, and

object to any questions that try to go t

that |lie behind the redacti on.

JUDGE JONES:

addressing the redaction?

MR. WHI TT:

It's addressi ng whet her

basis at all to assert attorney-client p

JUDGE JONES: Wel |,

t hat now.

we're not going to debate

o information

Are these questions again

t here's any

rivilege.

We're not going to listen to |lines of

guestioning about it eit

we'll deal

deal with

Q

with it, and
that | ater.

BY MR. WHITT:

her. If that's

if it remai ns an

Can you go two nore pages,

M. Sackett, until you get to an e-mail

February 10t h?

A

Q

Okay.

lt's an e-mail

fromyou to M.

an issue,

i ssue, we'll

dat ed

Stoller.
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A Maybe |'m on the wrong page. ©Oh, okay.
Q Are you with me?
A Yes. It was the next page.

Q And it appears that there was information

redacted out of this information as well, is that
correct?

MR. LANNON: Your Honor, |I'm not sure what page
we're on. s it the February 10th, 1:53 p.m e-mil

from M chell e Nel son.

MR. WHI TT: 10: 15 a. m, David Sackett to Harry
Stoller.

THE W TNESS: Oh, I'"m not | ooking at the same

page you are.

MR. LANNON: | found it.

THE W TNESS: Okay. Now | found which one. | t
was three pages | ater. Okay. | found the page |
think you're at. If not, I'"m sure you'll correct ne.

Q BY MR. WHI TT: And there's information

redacted out of this information as well, correct?
A Yes, it appears so.
Q If you'd go two nore pages, there is an

e-mail fromyou to M. Stoller and others dated
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February 17th. Do you see that?

A Yes.

Q And is this a summary of your visit to the
Al'ton call center?

A | actually don't know what this e-mil
cont ai ned.

Q You wrote it, didn't you?

A At the time, yes.

Q And you --

A | don't have a copy of it that's not
redacted, and | did not participate in the choice or
the process of redacting that information, so | do
not know what is under those black |ines.

Q And about half of the message here is
redacted as well, isn't it?

A It | ooks like slightly nore than half, yes.

Q Okay. And so the summary that you did a
few days after visiting the call center...

MR. LANNON: Objection. M scharacterizes his
testi nony.

MR. WHI TT: Can | finish my question, please?

MR. LANNON: No. "' m maki ng an objection. He
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didn't say it was a summary.

JUDGE JONES: Counsel is entitled to conmpl ete
his question unless it discloses confidenti al
information or something or is on the brink of that,
but otherw se. ..

Go ahead.

MR. WHI TT: Thank you, Your Honor.

Q Did your e-mail message on February 17th,
and you don't have to tell me the details of it, |
just want to know did it describe your visit to the
call center?

A Yes.

Q And you don't have an unredacted version of

this document, correct?

A Not on me, no.

Q Do you have access to it?

A Certainly.

Q Where is that document?

A In my e-mail records.

MR. LANNON: Your Honor, | just want to point

out if the conpany had problems with this, they've

had this in their possession for a long time, they
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could have spoken to us. W' ve resolved a | ot of
redaction type of issues between us, between the
company and staff. If it could have been resol ved,
t hey could have brought a nmotion to your attention
mont hs ago.

JUDGE JONES: I's that an objection or conmment
or what is that, M. Lannon?

MR. LANNON: | guess it's both, Your Honor.
"1l leave it as a comment for now.

MR. WHI TT: "1l move to have it stricken.

JUDGE JONES: All right. Here's the deal.
We're not going to spend hours this afternoon
debating over whether this was properly redacted,
whet her this was properly treated as proprietary,
confidential, etc.

|f there's a dispute over that, a

procedure will be put in place to get that addressed,

but we're not going to spend the rest of the

afternoon battling over whether something was

properly redacted some time back. It's not efficient

or in the best interest of this proceeding or this

process to do that.
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So if there remains a dispute over
whet her this material was properly treated as
confidential, whether it's attorney-client or sone
ot her reasons for treating information as
confidential, we will figure out a process to put in

pl ace to get that addressed.

MR. WHI TT: "1l go on, Judge. Thank you.
Q M. Sackett, on your rebuttal testinmony,
[ine 462. ..
A G ve me one second.
(Pause)

Q Line 462, you say that when you visited the
call center, you noted that CSRs coul d see whet her
t he ratepayer had any AWR products, is that correct?

A That's correct.

Q And you' ve read and heard Ms. Cooper's
expl anation that that is not the case for Illinois,
is that correct?

A | read her testimony to that effect, yes.

Q Okay. And have you accounted for the
possibility that you may be m staken about what you

saw when you were at the call center?
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A That's one possi ble conclusion, yes.

Q Okay. MWhich do you think is nmore Iikely,
t hat you may be m staken or that the conpany has
doctored its records as you suggest at footnote 6,
page 23 of your testinony?

A | can't place a |ikelihood on the relative
i keli hood of either of those two things.

Q Okay.

Now, you also take issue with how

Il 1inois-American investigates |eaks for customers

t hat happen to have a water |ine protection program
correct?

A That's correct.

Q And your rebuttal, line 611...

A Are we going to be com ng back to this set

of discovery?

Q Not the particular ones we've | ooked at but
keep your stack handy if you woul d.

A Okay. So 6117

Q Yeah. Actually, there's a question and
answer from 609 to 618 where you address M. Suits'

testi mony about what happens when | eaks are
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i nvesti gated.

A Uh- huh.

Q You would agree with me, wouldn't you that
prudent utility operation requires Illinois-American
to respond to enmergency service orders?

A Yes.

Q And that it has a duty to investigate
emergency service orders to all of its customers,
correct?

A Yes.

Q And that's regardl ess of whether the
customer has a line protection program or not,
correct?

A Certainly.

Q And regardl ess of whether such a programis
from AWR or any other entity, correct?

A That's correct.

Q And it wouldn't be appropriate to refuse to
investigate | eaks for customers who have informed the
conpany that they happen to have an AWR product,
correct?

A Certainly not.
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Q

And the costs associated with | eak

i nvestigations exist regardl ess of whether a customer

has a lin
A
Q
you t hink
whet her |
utility's
A
Q
A
Q
provider

e protection program correct?
Yes.

As a matter of good custonmer service, do

[11inois-American should | et customers know

t's the custonmer's responsibility or the
responsibility to have a |eak fixed?
Yes.

Line 616 of your rebuttal...
Yes.
...you say the service |line protection

is AWR of course because AWR is the only

company whose custonmers receive this courtesy, and

again you
A

Q

're referring to M. Suits?
Yes.

You're not suggesting, are you, that

I[11inois-American does not tell customers who have

line protection program through someone el se that

t hey shou
provider?

A

ld contact their line protection service

Can you rephrase the question?

a
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MR. WHI TT: Could you read it back?
(The reporter read back the | ast

guestion.)

MR. VWHI TT: That was awf ul . "1l rephrase.

THE W TNESS: |*m confused by the should and
t he does.

MR. WHI TT: It confused me too, so |I'm going to
try again. Actually, |I'm going to move on

Q M. Sackett, would you agree with me, all

ot her things being equal, that the fewer claims that
AVWR has to cover, the nore profitable they will be?

A Did you say AWR?

Q Yes.

A The fewer clains, yes.

Q Because of how the business works, correct?
A Yeah.

Q And so it's your position that
Il1inois-American is somehow doing AWR a favor by
telling customers to contact AWR when it's a custonmer
issue?

A Absol utely.

Q Well, if Illinois-American wanted to
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benefit AWR, wouldn't it have an incentive not to
mention anything about AWR so that the repair
woul dn't get fixed?

A Not at all. The affiliate AWR in the
provision of this program has |egal responsibilities
pursuant to its terms and conditions in the contract
that it has with each of its custoners. It has to
investigate and fix those | eaks or determne if it's
their responsibility under that, and in water |ine
protection plan, there's no charge for a service cal
to come out for that.

For the other two prograns that AWR
has, they do charge $50 for an inspection to
determ ne whether or not it's covered by the actual
product that the customer has.

But if AWR has a |egal obligation to
honor its contract with its customers, then to the
extent that it can do it cheaply by having an
affiliate go and make that determ nation, then that
certainly is in AWR s best interest because it
reduces their cost. They don't have to pay for those

determ nati ons where it conmes out that it's their
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responsibility or they don't have to go investigate
the ones that aren't their responsibility which they
woul d have to do if the utility wasn't out there
providing them that information or providing the
customer with that information for that matter.

Q Al'l of that assumes that a claimis made to
AVR.

If a claimis not made to AWR, it has

no obligation. Wuld you agree with that?

A | woul d agree with that.
Q Your testinmony at line 301...are you there?
A Yes, | am

Q You say it is clear that | AWC agents now
perform many, if not all, of the same actions that
t he Conmm ssion rejected when it declined to approve
t he service.

Did | read that correctly?

A Yes.

MR. WHI TT: May | approach, Your Honor?

JUDGE JONES: Yes.

Q BY MR. WHI TT: M. Sackett, |1'm going to

hand you what we'll mark for identification as | AW
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Cross Exhibit 2, and I'Il direct your attention to
page 12.

JUDGE JONES: Qui ck question here. s it the
intent of TAWC to file any cross exhibits that are
admtted on the e-Docket filing system?

MR. WHITT: Yes, Your Honor. Some of these --
| probably will not seek adm ssion of any Comm ssion
orders. "1l just mark them for identification for
the time being.

Q M. Sackett, | want to talk to you about
what |11inois-American asked to do in a 2002
proceedi ng and what you allege they're doing now.

A Okay.

Q And again, if you'd go to page 12 with ne.

A Uh- huh.

Q There's a Section 5. The heading is the
WL PP. Do you see that?

A Yes.

Q And if you go about six lines down, the
sentence that begins "Customers electing..."

A Yes.

Q It says custonmers electing to institute the
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service with AR will be given the option to either
pay the service fee directly to AWR in an annual | unp
sumor to elect to have the annual service fee
divided into installments to be paid along with the
customer's water bill, correct?

A That's correct.

Q And you haven't seen any evidence that
II'1inois-American has included AW charges on its
bills, have you?

A No.

Q And wasn't it also the case that in

Docket 02-0517 proceeding, Illinois-American asked
for perm ssion to provide its custonmer list to AWR?
MR. LANNON: Your Honor, |I'm not sure if this

witness is famliar with this proceeding.

MR. WHITT: Well, | can show you the discovery
response where he said that he reviewed this order
among materials he consulted for his testinmony.

MR. LANNON: Obj ection wi thdrawn, Your Honor.

THE W TNESS: Okay. So pl ease rephrase your
gquesti on.

Q BY MR. WHITT: In the 02-0517 proceeding,
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this is where Illinois-American sought approval of an
affiliated interest agreement with AWR One of the

t hings or among the things that the utility asked to

do was provide its customer list to AWR, is that
right?
A Do you have a citation in the order to

where that comes fronP?

Q Go to the second paragraph, please, on page
12, the second sentence. It says, "I AWC woul d
provide its customer list to AWR as well as the
signatures of IAWC' s president for use on the
letter."”

A Yes.

Q You haven't seen any evi dence that
Il1inois-American is -- well, let me try it a
different way.

You were present and you've read
Ms. Teasley's testinony indicating that
II'1inois-American does not provide its customer |i st
to AWR, correct?

A | have read her testinmony, yes.

Q And you haven't seen any marketing letters

510



10

11

12

13

14

15

16

17

18

19

20

21

22

signed by Ms. Teasley on behalf of AWR, have you?

A Not at all.

Q Okay. In the 02-0517 proceeding, the
utility indicated that a toll-free nunmber woul d be
provided for custonmers to contact AWR directly, is
that right?

A Can you again -- is this the sanme
par agraph?

Q Yes. It's actually the next sentence.

A Okay. Yes.

Q And you woul d agree, wouldn't you, that AWR
shoul d have a separate phone nunber fromthe utility?

A Yes.

Q And again, in the second paragraph, page 12
of the 02-0517 order, it describes how the cal
handl ers at the Alton call center, there would be a
group dedicated to AWR, is that right?

A Yes.

Q And that's how the setup exists today,
doesn't it?

Let me ask it a little differently.

You're not alleging there's anything
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wrong with AWR having a separate call center that's
| ocated within the Alton facility?

JUDGE JONES: |s that a question?

MR. WHI TT: That was a question.

JUDGE JONES: Can you read it back, please?

(The reporter read back the | ast
guestion.)

JUDGE JONES: It sounds like a statement. | f
you want to turn that into a question, feel free.

Q BY MR. WHI TT: s it your -- well, do you
have an opini on whet her there's anything
i nappropriate about having a separate AW call center
co-located within the Alton facility?

A Yes. | do think that there are significant
issues with an unregul ated entity's use, joint use of
the facility where the costs of that facility are
split into costs for AWR and costs for the service
center which then passes those costs on to
II1inois-American and other regulated utilities
because it creates a conduit for costs fromthe
unregul ated side to the regul ated side, and the joint

use of that facility makes it necessary for staff and
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the Comm ssion to be able to have information
regarding that affiliate and its interactions with
the call center and the service conpany in order to
verify that the charges to Illinois-American

rat epayers are not, in fact, being increased due to
t hat rel ationship.

MR. WHI TT: Your Honor, | will move to have the
answer stricken as nonresponsive. My question asked
not hi ng about all ocati ons.

JUDGE JONES: Response?

MR. LANNON: Your Honor, the witness is trying
to answer counsel's questions to the best of his
ability, and I don't see how it wasn't responsive.

JUDGE JONES: Ms. Reporter, could you read the
gquesti on back, please?

(The reporter read back the | ast
guestion.)

JUDGE JONES: Opinion is a pretty open-m nded
gquesti on.

MR. WHI TT: Let me ask it a little narrower.

JUDGE JONES: You may, but as far as striking

the answer, | think when the wi tness was asked if he
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had an opinion, that sort of opened the door to an
opi nion and that's pretty nmuch what he gave, so you
can continue with the Iine of questioning and ask a
different one if you'd like.

Q BY MR. WHITT: There's nothing in your
testinony where you state that having a separate AWR
call center within the Alton facility violates
Section 7-101 of the Act. That's not what your
testi mony says, correct?

A |f the actual physical co-location of those
two entities violates the Act in and of itself?

Q Correct. That's the question

A ' m not an attorney but in my opinion, no,
| don't think that it does.

Q Okay. And you agree, don't you, that
havi ng American Water Resources and the utility share

some of the costs of the call center actually

decreases cost to the utility?
A No, | do not agree.
Q If you'll look in your stack there at your

response to | AWC-1CC 1. 49.

A. Yes.
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Q |s the document you're referring to your

response to the DR that | just referenced?

A ' m sorry. Say that again.

Q This is your response to | AWC-1CC 1.49,

correct?

A. Yes.

Q And goi ng back to the 02-0517 order

you'll go to the third paragraph, right about

m ddl e, there's a sentence that begins "through

comput er processing."”

A I f you would, sir, I'"'mgoing to wite a

note here.

(Pause)

in the

A Okay. Now, if you would, please, fromthe

begi nning, please direct me to...

Q What did you write?

A A note regarding redirect on that
particul ar question.

MR. WHI TT: May | approach, Your Honor?

JUDGE JONES: \hy?

MR. WHI TT: | want to see what he wrote.

JUDGE JONES: Counsel ?
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MR. LANNON: | object, Your Honor. It's a note
bet ween me and my client. He'll find out soon enough
on redirect.

JUDGE JONES: 'l take that under --

MR. VWHI TT: "1l withdraw the request.

JUDGE JONES: All right.

Q BY MR. WHITT: Are you with me where the

sentence says "through conputer processing"?

A Pl ease give ne the testinmony piece and the
page nunber.

Q It's the order, page 12.

A Oh, the order. " m sorry.

Q Yes.

A Page 12. Okay. Go ahead.

Q Third paragraph, "Through conmputer
processing, service orders for customers who are
enrolled in the program would automatically note that
the customer is so enrolled."” Correct?

A That's correct.

Q And you have read and heard Ms. Cooper's
testinony that that does not happen at the Alton call

center or any call center, correct?
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A Are you asking specifically about
II1inois-American Water customers or are you asking
whet her or not this activity does occur within the

call center?

Q | "' m aski ng about 1llinois-Anmerican.

A Her testimony is that it does not occur,
yes.

Q | want to make sure | understand what

you're alleging and what you're not all eging.
You are not alleging that utility

enpl oyees provide direct services to AWR, correct?

A Actually, | do believe that there are sone
direct services that are provided by
II'1inois-American Water Conpany enpl oyees that do
benefit.

Q Can you please refer your response to
| AWC-1 CC 1.077

A Uh- huh.

Q The question was, "Does M . Sackett agree
t hat | AWC does not directly provide services to AWR?"
And your answer was "No." Correct? Did | read that

correctly?
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A No. My answer was yes according to that
response.

Q The question was, "Does M . Sackett agree
t hat | AWC does not directly provide services to AWVR. "

A Yes, and ny response to that question when
asked in this discovery was yes. You' ve just said ny
response was no.

Q If you'd go to I AWC-1CC 1. 10. "Does
M. Sackett contend that | AWC provides services to
customers on behal f of AWR?" And your answer was no,
correct?

A Yes.

Q And you are not alleging that
II'1inois-American or the service conpany solicit
customers for AWR products, correct?

A G ve me one second.

Q Actually, I'm conducting ny
cross-exam nation, and you can do your notes after
"' m finished.

MR. LANNON: Your Honor, this witness has been
trying to answer and provide information to both you

and the Comm ssi on. | don't see what the problemis
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with a little note he's making to himself.

JUDGE JONES: Well, what's the note regarding?
| mean, what's the purpose of the note?

THE W TNESS: ' m noting these particul ar
responses so that | can come back to them and his
guestions regarding themso that | can clarify the
statement that | made about direct versus indirect
servi ces.

JUDGE JONES: You mean on redirect?

THE W TNESS: Yes.

JUDGE JONES: All right. ' m going to have to
ask you not to take any nore notes regarding redirect
since there's been a specific objection to your doing
so, and if counsel wants to nmake a request to permt
you to, we'll take argument on it and make a ruling.

THE W TNESS: Very wel | .

MR. LANNON: No, let's move on, Your Honor.
under st and.

THE W TNESS: Okay. So where were you
directing me next?

MR. WHITT: Was there -- can you read the | ast

guesti on and answer.
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(The reporter read back the
requested portion of the
record.)
THE W TNESS: ' m going to have to clarify nmy
answer because there are --
MR. WHITT: Well, let me try it another way.
Q Coul d you, M. Sackett, refer to | AWC-|CC
1.47, and the question here is, "Wth respect to
M. Sackett's citation at the Docket 11-0046 order
(l'itne 335), does M. Sackett contend that AW is
soliciting goods or services on behalf of AWR?" Your
response is no, correct?
A Ri ght .
Q You agree that American Water Works Service
Conmpany is not a public utility, correct?
A Yes, | would agree.
Q And that Anmerican Water Resources is not a
public utility either, correct?
A | would agree to that as well.
Q And you acknow edge that the service
conpany is authorized to provide call center services

to Illinois-American, correct?
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A Yes.
Q And you agree that Illinois-American is not
a party to any water line protection programwth any

customer, correct?

A That's correct.

Q And your direct testimny beginning at |ine
190, you identify two agreenents here between the
service company and AWR, is that correct?

A In attachment B and attachment C to ny
direct testinmny, yes.

Q And it's the case, is it not, that
II'1inois-American Water Conpany is not a party to
ei ther of those agreenents?

A That's correct.

Q And woul d you agree with me that since
Il'linois-American is not a party to either agreenment,
it does not need to seek approval of those agreenents
with the Conmm ssion?

A Correct.

Q In your testinmony, you describe in a couple
of different places what you characterize as the

exclusive nature of an associ ati on between the
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service company and utilities that AWR derives
benefit from Is that a fair characterization?
A Do you have references to ny testimony

where you're referring to?

Q Well, | have it written down in quotes, but
unfortunately, | don't have the |ine number.

A Can you rephrase the question or --

Q Well, is it your opinion that American

Wat er Resources benefits fromthe exclusive nature of
its association with the service conmpany and the
utilities?

A Yes.

Q It's your contention that AW only offers

its products and services in the areas where a

regul ated affiliate provides services?
A s that nmy testinony or my understandi ng?
Q Yeah. | s that your understanding?
A No.

Q Okay. And, in fact, is it your
under st andi ng that AWR markets its products and
services in areas where its affiliated utility

compani es don't provide service?
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A That's my understanding. | asked for that
information from Illinois-American and was deni ed
that information, but that is ny understandi ng based
upon my phone calls.

Q Now, your testinmony, you talk about a
couple of different cases, and | want to ask you
first about the North Shore/ Peoples case in
Docket 11-0280.

A You said in my direct testinmny?

Q | don't know if it's direct or rebuttal
but you were a witness in the Docket 11-0280 case,
were you not ?

A Yes.

Q Okay. And in that case, you reconmended an

adj ustment to the expenses billed to the utility by
its affiliated service conmpany, correct?
A That's correct.

Q And there was evidence in that case of
actually two different affiliated interest
agreements, was there not?

A Yes, there was.

Q One agreenment was between the utility and
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its unregul ated affiliate that provided gas |ine
protection, correct?

A Can you repeat the question, please?

Q One of the agreenents was between the
regul ated utility and the unregul ated affiliate that
provided gas line protection products?

A Let me think about it. There are actually
more than just two agreenments.

Q Okay.

A But there definitely were two agreenents,
and one of them was between Peoples Gas and North
Shore and Peopl es Energy Home Services. They were
parties to the agreement. They were not the only
parties to that agreenment.

Q Okay. And those agreements required that
the unregul ated affiliate should be billed at what
was called a fully distributed cost under the
agreenments that the Comm ssion had approved?

A | don't think that's precisely true. There
were a couple of different...you' re talking about the
agreements specifically between Peoples and North

Shore and that regulated entity, not the agreenent
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bet ween Peoples and North Shore and its service
company?

Q Well, I'"mnot really focusing on any
specific agreement, but the upshot of the case was
there were agreements in place that required that the
unregul ated affiliate be billed a certain way for
services that the utility was providing or that the
service company woul d all ocat e.

MR. LANNON: Your Honor, |I'm going to object.
|'"ve et this go on a little bit, but if he's
qui zzing the witness on what's contained in the
order, | think the order speaks for itself. He can
certainly brief it. ' m not sure if the wi tness was
supposed to menorize that order or what, but the
order speaks for itself.

JUDGE JONES: Response?

MR. WHI TT: | think I"'mentitled to explore his
under st andi ng of the proceeding in which he was a
witness to determne if there's any simlarity in the
facts and circumstances in that proceedi ng as
conmpared to this one.

JUDGE JONES: Did the witness make reference to
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that order in his testinony?
MR. WHI TT: He did.

JUDGE JONES: Do you have a cite?

MR. WHI TT: I will.
(Pause)

MR. WHI TT: Yes, Your Honor. lt's direct
testinony, page 2, line 34; direct, page 15, line
342, |1'm sorry, 335. It's actually, page 15 of the
direct. There's actually a couple cases nentioned,

this being anong them
MR. LANNON: | s that page 137
MR. WHI TT: 15.

JUDGE JONES: Thank you.

| s your objection still there,
M. Lannon? Are you still objecting?
MR. LANNON: Well, it's clear that M. Sackett

did reference conclusions that the Comm ssion made in
t hat case.
|f he can answer, |et him answer.
JUDGE JONES: All right. | think M. Lannon
said if he can answer | et him answer, so |I'm going to

treat that as a wi thdrawn objection subject to that
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condi ti on.

So, M. Sackett, please answer that
guestion if you can.

THE W TNESS: Can you read it back for me,
pl ease?

(The reporter read back the | ast
guestion.)

THE W TNESS: There were several agreements as
we di scussed, and there were several sets of
circumstances associated with the provision, and the
times in which those services were provided changed
t hroughout the historical period that we were | ooking
at .

At one point, the utility offered them
directly. At another point they were offered by the
service company, and there were a variety of
different things that we | ooked at in that case,
vari ous sets of services, and the Comm ssion nmade |
believe three different decisions in that case
regardi ng those specific services and the manner in
whi ch they were supposed to be charged and the manner

in which they were actually charged.
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There was one agreenment that all owed
for a fully distributed cost. There was anot her
agreenment that allowed for the charges to be based
upon a Comm ssi on-approved met hodol ogy of recovering
t hose costs, or, if none such was provided, then
fully distributed cost was avail able, and the
Comm ssion opted in that particular circunmstance to
accept my recommendation in that case that the rate
t hat was charged to ratepayers for repairs would al so
be the same price that the affiliate would have to be
provi ded, and they were charging the affiliate fully
di stributed cost or what they allege were fully
di stri buted costs of that which ended up being about
hal f of what their ratepayers were paying for the
same services.

So the Comm ssion said, no, you have
to use sonmething other than fully distributed costs
in that particular circumstance because the agreenment
t hat we approved in fact had that caveat in there.

So there were two different pricing
structures.

Q BY MR. WHI TT: Okay. So | guess you've
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established that you do, in fact, know somet hing
about that case, so | assume you would al so agree
that the evidence in that case showed that the
unregul ated affiliate wasn't being charged anyt hing
from 2008 until 2011, right?

A The unregul ated affiliate wasn't being
charged anything. .. No, | don't think you're

understanding nmy testinmny in that case.

Q Do you understand my question?
A Woul d you please read it again?
Q The unregul ated affiliate had not been

charged anything under the Comm ssion approved
agreements fromthe period 2008 to 2011. They
weren't paying what they were supposed to pay. I n
fact, they weren't paying anything. That's why the
Comm ssion adopted your recomendati on.

A That's not true.

Q Okay. We'll let the order speak to that.

It is true that there is no existing

affiliated interest agreement between
Il 1inois-American Water Conpany and AWR, correct?

A. That's not true either, sir.
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Q Ot her than the office | ease which is not --

A There is an office | ease, yes.

Q And that's not an issue in this case, is
it, as far as you're concerned?

A As far as |'m concerned, no.

Q Okay. Certainly not an agreement in place
anal ogous to the one we've just tal ked about in the
Ni cor or Peoples Gas cases, correct?

A ' m not certain what you mean by anal ogous
to those agreenments.

Q Okay. You were also a witness in the Nicor
case, Docket 11-0046, correct?

A That's correct.

Q And you cite that case in your testinmony,
do you not?

A Yes, | do.

Q And this is a case where Nicor Gas, its
affiliated service conpany and its unregul at ed
affiliate sought re-approval of an affiliated
i nterest agreenment, correct, along with merger
approval ?

A Not precisely. There's not a service
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company per se in Nicor's corporate arrangenent if
you will. The entity which was providing services to
Ni cor was also the entity that was providing the

warranty program Gas Line Confort Guard.

Q Under the arrangement that the Comm ssion
was | ooking at in the Nicor case, the utility had its
own call center where the utility enmpl oyees would

take calls, correct?
A. That's true.

Q And the utility empl oyee who handl ed the

utility portion of the call would then try to sell a
gas line protection program offered by the affiliate,
correct?

A There were two -- calls came into one

number and were directed to two various call centers,
one of which was a Nicor Gas call center and one of
which was a Nicor service conmpany's call center.

Q Ri ght. And my question is with respect to
the Nicor Gas call center, it was staffed with Nicor
Gas enpl oyees, correct?

A Yes, it was.

Q And those enpl oyees as a matter of conpany
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policy at the conclusion of a call were directed to
solicit customers to purchase their affiliate's |ine
protection program correct?

A That's correct.

Q And, in fact, if they made a sale, the
agent actually got a comm ssion fromthe service
conmpany, correct?

A That's correct.

Q s it fair to say that that is not a

situation that you allege is occurring with respect

to Illinois-American?
A Which facts are you wanting me to agree to?
Q Well, first of all, that Illinois-Anmerican

enpl oyees do not answer customer calls; correct?
A At | east not through the call center.
Those people are service company enpl oyees.
Q And you' ve not seen any evidence and it

wasn't your experience in the phone calls that you

made that utility personnel were trying to sell an
affiliate's unregul ated product, correct?
A | never came across any evi dence.

Q And you didn't come cross any evidence that
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any conmm ssions were being earned by utility
enmpl oyees who sold unregul ated goods and services,
correct?

A No.

Q Line 413 of your rebuttal..

MR. LANNON: Excuse me, Mark. Was that direct
or rebuttal ?

MR. VWHI TT: Rebutt al . Oh, that was the wrong

reference | think.

(Pause)
MR. WHI TT: | don't have a reference for this.
"1l dig it out if you need it, but do you recall
your testinony indicating that if Illinois-American

Water really wanted to provide a service to
rat epayers, it would provide information and
transfers to all warranty providers after they had
established that these providers were reputable and
their products were economcally justified?

A ' m reasonably certain that | said
something to that effect.

Q Okay. Now, are you recommendi ng that

I11inois-American do that, that it becone a

n
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prot ect

cl eari nghouse of sorts to determ ne which water |ine
I on programs are good, which are bad, and be
able to assist custonmers with that function?
No, | really don't think that's in the best

A

i nterest of the public.

A

Q Line 112 of your rebuttal, the question and
answer here indicates that in your opinion, not
enough informati on was provided to staff to make
appropriate reconmmendati ons, correct?

A Yes.

Q Okay. Now, if you'll refer to attachment
in your rebuttal testimony.

A Yes.

Q And, in fact, before we do that, in the
guestion that begins on line 12 of your testinmony
where you're tal king about information that hadn't

been pr

ovi ded, you reference attachnments A a

exampl es of information you ask for and that

company didn't provide, correct?

A

Q

And t hat was what |ine?
The Q and A begins on line 112.

112.

nd B as

t he
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Q Attachment A is referenced at |ine 121 and
attachment B at |ine 130.

A Uh- huh, that's correct.

Q If you |l ook at attachment A, this is the
company's response to one of your data requests,
correct?

A Yes.

Q And it indicates that the request was
recei ved on February 23rd, correct?

A That's correct.

Q There was not an expedited turnaround tinme
on DRs when you served this request, right?

A "' m not certain what you nmean by expedited

turnaround ti me.

Q It's not a termyou're famliar wth?
A | think | understand in concept what you're
tal ki ng about but -- do you nean sone type of

gentl eman's agreement to provide the information
prior to the 28 days required by the statute?

Q Somet hing |ike that.

A ' m not aware of any such requirement or

agreement .
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Q Okay. You were aware obviously that your

testi nony was due, direct testinmony due on March 1st,

correct?

A That's correct.

Q So at line 357 of your direct when you
say --

A ' m sorry. You said 3...

Q 357 of your direct. You say, "At this
point, IAWC' s response to staff discovery with
respect to the shared costs have been inconplete.”

MR. LANNON: Page 16, Davi d.

THE W TNESS: Thank you.

Okay. Yes.

Q BY MR. WHI TT: It would be more accurate to
say that the responses hadn't been due yet, wouldn't
it, as opposed to inconmplete?

A If that is how you want to infer ny
testi mony, you may do so. | wrote what | wrote.
believe that that's not an unfair assertion.

Your statement is also correct. It's
not my testinmony.

Q The fact of the matter is you didn't ask
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for the information until February 23rd, correct?

A Uh- huh.

Q And if you'll refer to attachment B of your
rebuttal testinony.

A You said D or B?

Q B.

A B, yes.

Q There are various responses here to
guestions about allocations among ot her things, and
t hese requests weren't served until five weeks after
you filed direct testinony, correct?

A | believe that's correct.

Q And despite not asking for or even having
information requested in attachments A and B, you had
what you needed to recommend to the Comm ssion not
just to open an investigation but your testinmony on
direct was that the Comm ssion should find that
violations, in fact, had occurred?

A So your question is about my direct
testinmony's recommendati ons on |ine 357, whatever
t hat page nunmber was, 16, |ine 357.

Q That wasn't my question. My question was
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t hat despite not having or in some cases even asking
for the information that's shown in attachments A and
B, you obviously had what you felt you needed to
recommend at that time in direct testinmny that the
Comm ssion find in this docket that the company

vi ol ated Section 7-101. That was your recomendati on
in direct, correct?

A That was nmy reconmmendation in direct. Wy
recommendation in direct was based upon the evidence
t hat had been provided by the conpany up to that
point to include information provided to other staff
wi t nesses.

| did not choose to provide all of
t hose responses as attachments to nmy direct
testinmony. We were asking follow-up DRs, and we had
some other information that appeared to be indicative
of behavior that was in violation of the Act.

Q Line 875 of your rebuttal.

A Yes.

Q You say, "G ven AWC's failure to provide
information regarding this matter in the case which

has deprived this Comm ssion of a conplete record, |
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recommend that the Comm ssion direct the
i nvestigation to include whether the | AWC AWA SCAI A
is still in the public interest.”

That's still your recommendation |
take it, correct?

A Yes.

Q And you take issue with sonme of the
responses indicating that what you would ask for was
not in the company's possession, custody and control,
correct?

A | did say that.

Q And you cited that answer as an exanpl e of,

to use your words, m sdirection and obfuscati on,

correct?
A Can you refer me to where --
Q In your rebuttal testinony, line 57, you

say, "The witnesses have used m sdirection to
obfuscate the factual claims that | have made as
outlined bel ow. "

A That's a correct statement from ny
testi nony, yes.

Q Okay. And at line 130 of your rebuttal
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you say, "This apparent unwillingness to cooperate

with a voluntary process raises concerns as to why

| AWC and its affiliates are not being cooperative."
That's your testinmony as well, correct?

A Yes.

Q |'d i ke to ask you some questions about

the materials that you believe the conpany has
i mproperly withheld or not provided, and anmong that
information at line 101, still in rebuttal, you say,
"l AWC has chosen to not reveal information fromits
unregul ated affiliate AWR to denonstrate AWA SC's
interactions with AWR at the end of the quarter..."
| guess just to paraphrase it, maybe
that's easier, you've been critical of the conpany,
that is Illinois-American, for not revealing
information from AWR about AWR' s interactions with
the service conmpany?

A Yes.

Q Li ne 105, you indicate that the conpany
failed to provide any information from AWR regardi ng
its business practices to show that it is not
subsi di zi ng AWR.
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You're referring to AWR busi ness
practices, is that right?
A Yes.
Q Line 126, you indicate that
II'linois-American has not provided support for costs
incurred by AWR directly. Il n other words, AWR' s

cost, correct?

A Yes.
Q And at line 842, you're again critical of
t he conpany, again being Illinois-American, that it

shoul d have provided AWR training practices and
procedures manuals, correct?

A Yes.

Q Now, can you think of any reason why
II'1inois-American would have in its possession any of
the informati on about AWR that we just discussed in
t he absence of an approved affiliated interest
agreement ?

A ' m not certain that they would necessarily
have this information prior to the request. It's
possi ble that their regulation entity or part of

Il 1inois-American m ght decide its in their best
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interest to make sure that the Comm ssion's order in
02-0517 is, in fact, being complied with, not just by
themsel ves but by their affiliates.

Q Well, it's your opinion, sir, is it not,

t hat Section 7-101 of the Public Utilities Act
prohibits utilities frominteracting with their
affiliates except through agreements approved by the
Comm ssi on?

A " m not certain how you're using the term
interacting, and specifically, they are excluded from
transacting. That's my understanding of the | aw as
it pertains to that or entering into agreements for
such transactions wi thout Comm ssion approval.
don't know of any requirement that they can't
interact with their unregul ated affiliates as |ong as
no transactions occur.

Again, |I'm not an attorney, but that's
my basic understandi ng of the Act.

So that interaction, the provision of
information by AWVR to Il linois-American would not in
my mnd be a violation of the Act if there was no

charge associated with it.

542



10

11

12

13

14

15

16

17

18

19

20

21

22

If they had to pay for it, then that
m ght be, you know, m ght be something that |awyers
woul d have to argue about, the Comm ssion would have
to make a determ nation on, but the fact of the
matter is that AWR, my opinion, Illinois-American can
ask for information, and if it's in the best interest
of the corporate entity to provide that information,
t hat they could provide that information free of
charge, and there would not be a transaction. There
woul d not be a service that cannot be provided.

Q Woul d that include customer |ists where
there's no customer charge?

A ' m tal king about information flow from an
unregul ated entity to a regul ated entity. I think it
is exactly the opposite when we're tal king about
personal information from regul ated ratepayers to an
unregul ated affiliate. | don't think they're even in
t he same canp.

Q Woul d Illinois-American have to interact
with AWR to get information about AWR s busi ness
practices?

A Not necessarily.
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Q Would it just mracle itself into
Il 1inois-American's possession?

A Certainly. It can go through their service
company with which they do have an agreenment, request
i nformati on about certain things that may pertain to
the services that the service conpany provides to
II'1inois-Anmerican and therefore use that as a way to
get information.

Q So you're saying it would be appropriate to
use the service conmpany to do indirectly what it's
not allowed to do directly?

MR. LANNON: M scharacterizes his testinony.

Obj ecti on.

JUDGE JONES: Response?

MR. WHI TT: | think I'"m asking himto agree
that that's what he just said, that if we didn't have
access to it we could go through the service conpany,
and I want to know in his opinion is it appropriate
to go through the service conmpany to get information
indirectly that they can't get directly.

MR. LANNON: And | believe that

m scharacterizes his testinmony.

544



10

11

12

13

14

15

16

17

18

19

20

21

22

MR. WHI TT: No, he says that's what we're
doi ng.

MR. LANNON: Not all information.

JUDGE JONES: Any further argument?

MR. WHI TT: No, Your Honor.

JUDGE JONES: Ms. Reporter, could you read the
gquesti on back, please?

(The reporter read back the | ast
guestion.)

JUDGE JONES: It's not clear to me whether the
gquestion is asking the witness if that's what he was
saying or would say if asked that question given that
argunment from counsel makes reference to the fact he
was asking about what the witness said.

So I'"'mnot sure if he's asking the
witness if that's what he said or if he's asking the
wi tness something else, so the question is not clear,
at least to me, when listened to in the context of
t he argunments, and so for that reason, | will sustain
t he objection but allow counsel to continue with that
line of questioning.

Q BY MR. WHI TT: M. Sackett, you allege that
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Il 1inois-American Water Conpany is in violation of
Section 101 of the Public Utilities Act by doing

indirectly through its service conpany what it can't

do directly in the absence of an approved affiliated
interest agreenment. That's your testimony, is it
not ?

A That is part of nmy testinony, yes.
Q And you are a witness in the Utilities,

| nc. case, Docket 11-0561, correct?

A That's correct.
Q And before we get to that, |let me just
finish up.

We were tal king about interaction, and
Il 1inois-American would have to interact with AWR to
get information about direct costs incurred by AWR in

the call center expansion, right?

A You asked that question, yes.
Q |s the answer yes?
A No. | said no.

Can you read back nmy response?
Q Well, would Illinois-Anmerican have to

interact with AR to get AWR' s training, practice and

546



10

11

12

13

14

15

16

17

18

19

20

21

22

procedure manual s?

A Not necessarily.

Q The only other way they could get it is
t hrough the service conpany?

A Certainly.

Q Okay. You testified in Docket 11-0561, did

you not ?

A Yes.

MR. WHI TT: | apol ogi ze. | don't have copi es.
Il will make them

May | approach, Your Honor?

JUDGE JONES: Yes.

Q BY MR. WHI TT: M. Sackett, 1've conme to
show you what 1'l|l represent is a transcript of a
hearing on January 25, 2012 in Docket 11-0561, and
you are identified as a witness in the proceeding.

A Uh- huh.

Q And you recall testifying there, correct?

A Yes.

Q And you were asked the question, page 162
of the script, line 20, "What section of the Act,

Public Utilities Act, contains the |anguage that you
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t hink the conpani es have viol ated?"

And we will skip the objections here,
but at line 163, |I'm sorry, page 163, line 8, your
answer is, "Yes, | think I made that clear also on
page 9, line 184." And you're quoting your direct
testimony or rebuttal. "Utilities are precluded by

Section 7-101 of the Public Utilities Act from
interacting with their affiliates except through
agreements approved by the Comm ssion. Agreenents
must be in the public interest.”

Did | read that correctly?

A. That's correct.

MR. WHITT: Your Honor, we're not finished, and

| think we may have some ot her business to finish

bef ore we concl ude. | know the witness has
[imtations tonight. It would be my preference to
keep going but | don't know that we have that option

at this point.
JUDGE JONES: Off the record regarding

scheduling-related matters.
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(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE JONES: Back on the record.
We hereby break for five m nutes.
(Recess taken.)
JUDGE JONES: Back on the record.
As | understand it, the parties' plan
is that M. Kerckhove go back on the stand and
conpl ete his cross. s that still the plan?
MR. REI CHART: Yes.
MS. SATTER: Yes.
JUDGE JONES: All right. Was there anything
t hat needed to be taken up before we actually do
t hat ?
MR. STURTEVANT: Your Honor, reviewing a few
data responses here that if we can agree to them
m ght resolve sonme cross, speed things along, and if
we could possibly have a mnute off the record to do
t hat .
JUDGE JONES: Yes.

We hereby go off the record to provide
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parties an opportunity to do that or try.
(Wher eupon an off-the-record
di scussion transpired at this
time.)

JUDGE JONES: Back on the record.

Was there something you wanted to do
with respect to DRs?

MS. SATTER: Yes. We had an off-the-record
conversation, and we have identified several data
requests that we will just enter into the record
rat her than having a discussion about them They are
AG Cross Exhibit 21 which is the conmpany's response
to staff data request No. DLH 19.01, AG Cross 21A
which is the conpany response, an attachment to the
company response to staff data request 19.02, AG
Cross Exhibit 22 which is the response to AG data
request 4.16, and AG Cross Exhibit 23 which is the
response to staff data request DAS-6. 05.

So rather than ask questions about
them we would just offer them as cross exhibits, and
then I would |ike to move on to the next set of

questi ons and docunents for which |I do have
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guesti ons.
JUDGE JONES: Thank you.
Any objection to the adm ssion of
those AG cross exhibits consisting of DR responses?
MR. REI CHART: No obj ecti on.
MR. STURTEVANT: No obj ection.
MS. SATTER: And | have copies if any party
would |ike them | could distribute them at the end.
JUDGE JONES: Let the record show that AG Cross
Exhi bits 21, 21A, 22 and 23 are admtted into the
evidentiary record at this time.
(Wher eupon AG Cross Exhibits 21,
21A, 22 and 23 were admtted
into evidence at this tinme.)
Rl CH KERCKHOVE
recalled as a witness herein, on behalf of
II'1inois-American Water Conpany, havi ng been
previously sworn on his oath, was exam ned and
testified as follows:
CROSS- EXAM NATI ON
BY MS. SATTER: (Resum ng)

Q M. Kerckhove, are you famliar with FASB
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Statement of Position 98-17?

A General ly.

Q And do you understand that that statenent
provides for accounting for software that's devel oped
for internal use?

A Generally, yes.

Q Do you know if the business transformation
costs have been recorded in conformance wi th SOP

98-1, Statenent of Position 98-17?

A Recorded where?

Q In this case for recovery.

A Are you tal king about where it's been
recorded for Illinois-American?

Q Okay. Let me clarify the question. First
for American Water itself.

A | believe |I've testified earlier this
morni ng that the costs are paid for by the service
company, and then those costs are allocated out to
each of the individual utility companies, and the
various utility companies could record them as either
capital or expense, so it depends on the operating
utility.
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Q Okay. Have you been handed the conpany's
response to AG data request 8.627

A Yes.

Q And that's been marked as AG Cross

Exhi bit 24, correct?

A. Yes.
Q And is it correct that -- |'m going to use
the term SOP for Statement of Position -- that SOP

98-1 does not provide for the accrual of equity
AFUDC?

A | don't know.

Q Now, | ooking at AG Cross Exhibit 24, you

see there's a total cost on the |ower right-hand side

of 262. 2. | assume that's mllion dollars, is that
correct?
A. That is correct.

Q And then there is also an asteri sk,
hardware cost of $18.2 mllion. That's excluded from
t he above project summary. That's what this is, is
t hat correct?

A That's correct.

Q So would it be correct that if you added
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the 18.2 mllion and the 262.2 mllion, you would get
the total estimated BT cost today of about
280.4 mllion?

A | think the question you're asking is -- if
you're asking me what the cost is today, | don't know
what the cost is today.

Q In providing this response, did you
understand that that was the cost as of the time the

response was produced?

A That's a different question that you've
asked ne.

Q Well, that's what | asked it.

A You are asking a conmplete item zation of
the 300 mllion versus what you asked me a few

moments ago which is what is the cost today.

Q Okay. So the 300 mllion of BT costs, is
it accurate to say that the BT system as of today is
expected to cost about $300 mllion for the entire
set of conpanies?

A | ncl udi ng these two other items that are
asterisked, yes.

Q Okay. So if you put the 262.2 mllion, the
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18.2 mllion, and then the second, the double
asterisk of 80.2 mlIlion, then you'll be at about 300
mllion, is that correct?

A About, vyes.

Q Okay. Thank you

And these are the amounts for the

total project, not simply for Illinois-American,
right?

A That is correct.

Q Now, referring to the items that total the
colum under expense that totals 65.5 mllion, are

t hese costs being expensed currently?

A For Il1linois-American?
Q Yes.
A These costs are being recorded to

construction work in progress because the FASB
recogni zes that public utility regulation provides a
basis for a different application of GAAP, and so

t herefore, we are proposing to record them as
construction work in progress as capital itenms and
requesting capital treatnment.

Q Woul d your answer be the same for costs
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that are -- let me put it this way. Are those costs
t hen not being expensed in the period they're
i ncurred because of your CWP treatnment?

A As these costs we'll say in that expense
colum are being incurred presently, those amounts
for Illinois-American are being recorded to
construction work in progress until such time as
t hose projects go into service.

Q And during that time, they earn a return
consi stent with what standard? 1|s that the AFUDC?

A Well, we're not earning a return because
they're not in rates yet.

Q So they're deferred for future recovery?

A We're requesting to earn a return on those
in the current case.

Q Do you know how much of these BT expense
amounts are incurred prior to the test year?

A Not of f hand, no.

Q And do you know how nuch of this expense
colum woul d be incurred during the test year?

A No, | don't, not offhand.

Q And do you know how nuch of that expense
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colum are incurred or expected to be incurred
subsequent to the test year?

A Agai n, not offhand, no.

Q So the total ampount is being deferred for
future recovery rather than expense in the period, is
t hat correct?

A Well, it's being recorded to construction
work in progress in either A the current case, or B,
t he next rate proceeding.

Q And woul d your answers be the sane in
connection with the prelim nary software project
stage activities in the expense colum, the 10
mllion there?

MR. STURTEVANT: Sorry. \What answers are you
referring to?

MS. SATTER: Stri ke the question.

Q You have a data conversion cost row.

Are those a one time nonrecurring
expense, the conversion cost?

A Well, those items won't be -- | mean, once
BT goes into production hours providing service, we

won't be incurring those costs as BT.
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Q Woul d you expect there to be additional
data conversion costs that would be incurred
subsequent to when BT begins operation?

A | would not think so.

Q Are training costs also a one time
nonrecurring expense that would occur prior to the

| aunch date of BT?

A Well, keep in mnd, we are |aunching BT in
mul ti ple phases so there will be -- well, there's
training going on right now, and there will be

training prior to the inplenmentation of the EAM and
Cl S projects, and we are also rolling out the EAM and
ClS in phases across the various utility conpani es.
So for Illinois-American for instance,

ours will be rolled out in March of 2013. Ot her
utilities it will be later.

Q So will some of those costs occur during
the future test year?

A Some of those costs.

Q And the future test year is the 12 nonths
endi ng September 20137

A There may be some of those costs past the
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future test year, |'m not sure, but if there were,
t hey woul d not be included in our case.

Q So any costs that are projected to be
incurred after September 2013 you're saying you have
excluded fromthe Illinois request?

A That is correct.

Q Okay. But they are included in this total
on AG Cross Exhibit 24?

A It's included in the full 300 mllion, yes.

Q Is the post-go-live stabilization period
cost expected to be incurred in the test year for
Il 1inois-American?

A | believe that there may be sone
post-go-live stabilization period costs that wl
extend past the end of the test year and are
t herefore not included in our rate request.

Q Did you offer into the record a statenent
of what costs are outside the test year and therefore
not included in Illinois-American's rate request for
t he BT project?

MR. STURTEVANT: Are you asking the w tness

personally or --
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MS. SATTER: Well, | mean personally as a

representative of the company.

A Well, in my adoption of M. Grubb's
testinony, on page 5 of the, | don't know if | would
call it his former | AWC Exhibit 4.00, but on question

13 and answer, M. Grubb in the preparation of his
prefiled testinony indicated that we would not be
including the full amount.

Q But you don't know if there's an
item zation. He didn't offer an item zation as far
as you know?

A | AWC Exhi bit 4.01 shows those amounts that
are incurred in 2013 and 2014.

Q Thank you. | do remenmber that exhibit now.

Now, previously we have marked AG

Cross Exhibit 17. Do you have that with you still?

| m ght have asked you a question about it before.

It's the response to AG data request 8. 68. I f you
need a copy, |'ve got an extra for your convenience.
A 8.68? | have that.
Q Yes.
A | have that in front of nme.
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Q Okay. Are the BT costs included in the AWA
SC informati on technol ogy charges described in this
response or are these pre-BT costs and allocations?

A These amounts exclude anything for BT unti
a BT project goes into service, and then it includes
t he software/ hardware maintenance cost.

Q Okay. And that would be 2013 or is that
20127

A Yes.

Q Which year? |'m sorry.

A 2013 or 2012 because we do have BT projects
going into service in 2012 and 2013.

Q Okay. Thank you

And is it correct that the service

company information technol ogy department provides
t echnol ogy support to American Water's regul ated and
nonr egul ated subsi di ari es?

A According to this response, yes.

Q And is it correct that the service
company's information technol ogy department charges
are included in the service conmpany costs that are

requested for inclusion in the revenue requirement in
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this case? |In other words, the information
technol ogy department charges aren't broken out
separately fromthe service company costs?

A They're included in the service conmpany
line, yes.

Q Okay. Now | want to switch gears a little
bit and ask you some questions about taxes.

In your testinmony, you conmented in |
believe it was your direct testinony that the Service
Conpany Tax and Treasury staff prepares projections
of corporate itenms such as state and federal income
tax, interest expense, and preferred i ncom ng
di vi dends.

So do you know, was an anal ysis for
t he decision not to claim 2011 bonus tax depreciation
made by service conmpany personnel for
Il 1inois-American?

A ' m |l ooking to -- where are you referring
me to with regards to taxes?

Q Well, my first question was whether the
service company provided that advice or analysis for

I[11inois-American.
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A | thought you read to me sonething to the
effect that | say in nmy testinmny that --

Q Page 7 of your direct testimny, line 128
t hrough 131, you give kind of an introduction to this
issue in my view and say the Service Company Tax and
Treasury staff also prepares the projections of
corporate items such as state and federal inconme tax,
i nterest expense, and preferred and common di vi dends,
and then you continue that they will present it to
seni or management, which | assume means seni or
management to the operating conpany, is that correct?

A Yes.

Q Does it also include senior managenent of
t he parent conpany?

A Well, we're tal king about the
Il 1inois-American budget, so this goes to the accrual
of the senior managenment in Illinois-American.

Q It does not go to senior management of the
parent as well ?

A Approval of the budget is made at the
utility conpany | evel.

Q Now | 'd Iike to show you a document that
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we' ve marked as AG Cross Exhibit 25. This is the
company's response to data request AG 2.119.
Do you recall this as an analysis of

the decision not to claimthe 211 bonus cash

depreciation for Illinois-American?
A This is a data response that was sponsored
by me. It was prepared under my gui dance and

direction but it was not prepared by me personally.

Q Now, for the record, the attachment is
mar ked confidential so the attachment will be treated
t hat way for purposes of filing, and |I'm going to ask

you some questions without saying the numbers on the

t heory that we can stay in public session that way.
Now, on the first page of the

attachment, is it true that it shows American Water

NOL carryforwards, and that would be in the bottom

set of the table, projected federal NOL utilization.
A Are you tal king about the cover?
Q Oh, I"m sorry. The first page of the

attachnment.
A Oh, sorry.

Q And you see the block, projected federa
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NOL utilization is towards the bottom of the table?

A Yes, | see that.

Q And the NOL carryforwards, is that an
amount that reduces tax liability?

A Again, | did not prepare the attachments.
These are prepared under my guidance and direction so
" m not real famliar with these.

Q Okay. Well, tell me if you understand the
document to mean this. The last line of the table
says net projected taxable income, and can you
confirmthe first year where there is a net projected
t axabl e income on this table?

|s that year a confidential matter? |
think it's been discussed publicly.

MR. STURTEVANT: Yeah, | guess |I'm not sure
that it has. | don't know that we would necessarily
want to get into at this point w thout further
consultation with my client the year in which income
is or is not anything.

MS. SATTER: Then | will not ask for the year.
"1l just -- maybe you can just say, M. Kerckhove,

is it correct that the table does not show taxabl e
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income until the far right-hand part of the table
which is the | ast year indicated at the very bottonf

A It shows the net projected taxable income
in the far right-hand colum, 2029.

Q Okay. And then if you can turn to the next
page, and this page shows the net projected taxable
income if Illinois-American uses the bonus
depreciation for 2011.

Are you with me there?

A Yes.

Q Okay. So is it correct that the year of
the first net projected taxable income is sooner than
in the prior page?

A Yes.

Q And the third page of this document, does
it show on the left-hand side, the |last four I|ines,
there's a box 50 percent bonus, 100 percent bonus,
MACRS in total. Does that show the amount of 100
percent bonus depreciation for 2011 in the first
colum for that year and for 2012 as well?

Well, et me restate the question.

If Il1l1inois-American were to claimthe
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full 2011 bonus tax depreciation, is it correct that
t he ampunt of that deduction is shown under 100
percent bonus in colum 20117
(Pause)

Q Okay. Let ne...

A Just, | was going to say since this is in
t housands and that line item you have to add three
more zeros to it, that's nore than what we woul d
actually put into service in Illinois-American in
t hat year.

Q So really, this number is American Water
Wor ks conmpanywi de, isn't it?

A It appears to be that way.

Q Okay. So it's not for Illinois-American.
It's for the entire organization.

A Yes.

Q Okay. Thank you

Now I'"d Iike to draw your attention to

the data request AG 57, the conmpany's response |I'm
mar ki ng as AG Cross Exhibit 26, and again, the
attachnment to this response is marked confidenti al,

so rather than ask you the number itself, I'mjust
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going to refer

t hat we stay public.

show an esti mated taxabl e

you to the | ocation of

Does this at

positive nunber?

t he number so

the bottom of the exhibit

income in 2011 as a

A For Illinois-American?

Q No, for the total conpany. " m sorry.

A Yes, as an estimate.

Q Okay. And does it also -- does this
exhibit on the left-hand side in the bottom bl ock
al so show the various American Water utilities
including Illinois-American and does that also show a

positive taxable income estimted for 2011?

A

compani es we don't

Yes, it does.

It

even includes some

own anynor e.

Q Oh, in the exhibit?

A Yes.

Q Are any of those utilities or are they
non-utilities?

A They're utilities.

MS. SATTER: Now | 'd also |like you to | ook at
anot her AG data request 5.7. W're marking it

as AG
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Cross Exhibit 27, and | would just ask for this to be
admtted into the record having to do with
Section 199 deducti on.
JUDGE JONES: You' re making that motion now
with regard to 27?
MS. SATTER: Yes.
JUDGE JONES: Any objection to the adm ssion of
AG Cross 27?
MR. STURTEVANT: No, | don't have any objection
to the adm ssion of 27.
JUDGE JONES: All right. Let the record show
t hat AG Cross Exhibit No. 27 is admtted into the
evidentiary record.
(Wher eupon AG Cross Exhibit 27
was adm tted into evidence at
this time.)
Q BY MS. SATTER: Now Mr. Kerckhove, | have a
guesti on about the interest cost from Ameri can Water.
Do you know whet her the interest cost
of American Water, the parent, is allocated to
regul ated subsi diaries or not?

A. | don't believe that the interest cost is
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al | ocat ed. Each utility has its own debt.

Q Okay. So the interest cost -- does the
parent, AW\ have an interest cost for consolidated
tax purposes?

A | do not know.

Q So then is it correct that interest costs
are allocated to regul ated subsidiaries for purposes
of calculating the regul ated subsidiaries federal
i ncome tax expense?

A Wel |, based upon ny answer to the | ast
guestion, my answer to this question will be again |

don't know.

Q Oh, you don't know. | thought you said
originally that the interest cost for the utilities
kind of stays with the utilities and doesn't become

consolidated in the tax.

A. You asked if American Water Wrks i nterest
was all ocated down to the utilities and which utility
such as Illinois-American has its own debt, its own

bonds and so, therefore, it has its own anmount of
i nterest expense.

Q Okay. And --
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A | don't know to what extent American Water
Wor ks has additional debt.

Q Okay. So for exanple, if Illinois-American
Wat er hol ds custonmer deposits and they have to pay
interest to the consumer when the consumer takes the
deposit back, is that interest expense then kept with
Il 1inois-American?

A Il 1inois-American doesn't have customer
deposits.

Q There's no customer deposits?

A No.
Q Do you know if there are any circunstances
where Il linois-American holds its customers' nmoney as

a guarantee for future payment?
A | don't know.
Q | s there anybody that you have worked with
in the service conpany that is responsible for
devel oping the income tax expense of
Il 1inois-American?
A Are you --
Q Well, et me strike that.

Are you responsi ble for devel oping the
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income tax expense for Illinois-American for
rat emaki ng purposes?

A | did the calculations on the C5 | believe
it is, yes.

Q And you made that calculation wi thout
regard to whether or not Illinois-American is part of
a consolidated group for tax purposes?

A For the rate case, the income tax
cal cul ati on was prepared on a stand-al one basis for
I11inois.

Q Okay. And in making that stand-al one
cal cul ati on, who made the decision to forego the 2011
bonus depreciation deduction?

A That's outside the test year so it didn't
factor into my cal cul ation.

Q Isn't it correct that it would affect the
rate base going forward? |In other words, if you took
t he bonus depreciation in 2011, then woul dn't that
reduce rate base in the test year?

A For deferred income taxes?

Q Yeah, because the deferred inconme taxes

woul d be a deduction to rate base.
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A. Yes.

Q But you just don't | ook at that factor

because it was outside the test year, is that
correct?

A | did |ook at the itenms affecting deferred
income taxes so, | mean, there is, for exanple, on

the test year income tax calculation a book tax
depreci ation difference, and that factors into the
cal cul ation of the income taxes for the test year.

Q But you didn't include that 2011 bonus
depreci ation?

A Correct.

Q Are you able to identify American Water
Conpany interest for the years 2008 through 2011? Do
you have those tools to identify the interest for
American Water Company for those years, the interest
expense?

A Ameri can Water Conpany?

Q Yeah, the parent.

A No.

MS. SATTER: | just want to check and make sure

that we offered the cross exhibits that we were
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intending to offer and then | believe that's the
cl ose of my cross-exam nation.
(Pause)

MS. SATTER: Thank you

JUDGE JONES: Ms. Satter, are you checking on
the cross exhibits?

MS. SATTER: No, | believe we're conplete.

JUDGE JONES: You've offered everything that
you - -

MS. SATTER: | would |ike to nove for the
adm ssion of whatever cross exhibits we didn't nove
to admt, and | believe we started at 21 although
really, with this witness we started a little sooner
t han that.

JUDGE JONES: Let's see, | think, let's see,
Cross 15 was through M. Kerckhove and then 16, 17,
18, 19 and 20 | believe were all Kerckhove, and then
21 through 23 are admtted already, and then 24 and
25, 26 and 27 are Kerckhove's, and those are the
Kerckhove ones.

Are those all being offered to the

extent they're not already in?
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MS. SATTER

adm ssion of all

Right. 1'd like to

move the

t hose exhibits to the extent they

haven't previously been adm tted, and

didn't formally move for

simlarly, if

the adm ssion of the cross

exhibits we offered this morning with M. Rungren,

woul d move for

as wel | .

JUDGE JONES:

first.

MS. SATTER

i ssues; one was for

going to

redact

requested, so |

it subject

exhibit t

to that

the adm ssi on of

Let's | ook at M.

Ker ckhove's

those cross exhibits

Actually, we have two outstanding

some

AG Cross Exhibit

13, we were

of the answers which they

can submt that. Maybe you can admt

agreement .

And then yesterday we offered a cross

hat i ncluded rate case expense Schedul e

C-10.1 for this

with M.

case,

Ber nsen, 09-

t he page from Docket

for the | ast case, this was

0319, and then we also included

07-0507, and | believe the

company has an objection to the third page, the one

for 07-0507. [

up now or

| at er.

don't

know i f you want

to take that
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MR. STURTEVANT: Well, | guess if you're noving
to enter all three pages into evidence now, then |"']|
take it up now.

MS. SATTER: That would be good.

MR. STURTEVANT: O | can wait until |ater and
we can take it up later.

MS. SATTER: |"m ready to nmove for the
adm ssi on.

JUDGE JONES: Let's | ook at the Kerckhove cross
exhi bits.

Are there any objections to the
adm ssion of any of those?

MR. REI CHART: Your Honor, | know on a couple
of the last few, and I think Ms. Satter has already
agreed, the attachments that had confidenti al
information, she was going to file them as
confidential cross exhibits.

JUDGE JONES: Yeah, there is that.

MR. STURTEVANT: There was one more exhibit
t hat we had agreed to redactions for, and | think
subject to the agreed redactions, we were okay with

t hat .
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So the only one |I believe that was
still outstanding was 13 and whatever the rate case
expense one was.

MS. SATTER: 5.

MR. STURTEVANT: No. 5. So otherwi se, we have
no objection to the adm ssion to AG s cross exhibits.

MS. SATTER: | do think we'll be able to
resolve the issues on 13.

JUDGE JONES: So | ooking at the Kerckhove ones,
are there any objections to any of the cross exhibits
of fered while M. Kerckhove was being cross-exam ned
at one time or another?

MR. STURTEVANT: Not from the conpany, Your
Honor, subject to our arrangenments with the counsel
for the AG.

JUDGE JONES: Anyone el se?

Let the record show there are not.

So | believe the AG cross exhibits
that were identified while M. Kerckhove was
testifying, 15, 16, 17, 18, 19 and 20, 24, 25, 26 and
27, would be admtted into the evidentiary record

subject to the subm ssion of both public and
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confidential versions where applicable under the AG s
motion.

Any questions about that before |I make
a ruling?

Let the record show that those AG
cross exhibits are admtted into the evidentiary
record subject to the filing of both confidential and
public versions where applicable.

(Whereupon AG Cross Exhibits 15
thru 20 and 24 thru 26 were
admtted into evidence at this
time.)

MS. SATTER: Just for the record, my office |
guess will be closed on Friday and Monday because of
the GA so we probably will not file it quite as
promptly as we woul d have ot herw se.

MR. LANNON: NATO.

MS. SATTER: Oh, NATOG.

JUDGE JONES: | guess | should note 27 was
already adm tted anyway.

Now, | don't know if you want to do

anything with the other AG exhibits that weren't
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al ready ruled upon, but 13 | guess is a held exhibit.

That was through M. Rungren.
MS. SATTER: | thought everything else was
admtted except for No. 5.
JUDGE JONES: Ri ght. Then 5 through
M. Bernsen was noted as a held exhibit at this
point, so |I guess those are still awaiting further
attention.
Al'l right. Thank you
Anyt hing el se regarding any of that?
Al'l right. Off the record regarding
schedul i ng.
MR. STURTEVANT: Your Honor, | believe that
M. Al perin had some questions.
JUDGE JONES: Oh, you're right, you're right.
MR. LANNON: And | had one very quick. No
foll ow-up questions; just one.
MR. ALPERI N: May | proceed, Your Honor?
JUDGE JONES: Yes, please do.
M. Kerckhove, good afternoon.
THE W TNESS: Good afternoon.

CROSS- EXAM NATI ON
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BY MR. ALPERI N:

Q Do you know if the service conpany receives
any interest amounts fromlIllinois-American?

A Not to my know edge.

Q Okay. So with respect to these true-up
payments that we heard about earlier today, are you
awar e of whether the service conpany receives any
interest fromlIllinois-American Water on those
true-up payments?

A No, |I'm not.

MR. ALPERIN: Okay. Those are all the
guestions | have. Thank you, sir.

JUDGE JONES: Thank you, M. Al perin.

One nmoment .
M. Bal ough, did you have any
guestions for this witness?

MR. BALOUGH: No, Your Honor.

JUDGE JONES: | think that covers the cross of
all --

MR. LANNON: Your Honor, just one follow-up
guestion for this witness, and | will not do any
foll ow-up. \Whatever the answer is, I'll go with it.
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JUDGE JONES: You already crossed him once.

MR. LANNON: That's right, Your Honor. | don't
think the conpany will mnd though

JUDGE JONES: Any objection?

MR. STURTEVANT: | guess if | have an objection
to the question, I'lIl enter the objection after the
gquestion is asked.

JUDGE JONES: All right. Any objection to the
process?

MR. STURTEVANT: No.

MR. LANNON: | know it's unusual .

CROSS- EXAM NATI ON
BY MR. LANNON:

Q Do you know anyt hi ng about ruggedi zed
equi pment ?

A Yes. These are conmputers that our field
service representatives have themw th, and so
t hey' ve been ruggedi zed. They are tough books.

MR. LANNON: Thank you

JUDGE JONES: Is there any redirect?

MR. STURTEVANT: | f you can give me just a

second.
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No, Your Honor, no redirect.
JUDGE JONES: All right. Thank you,
M. Kerckhove. Your exam nation is finished, and
your |eaving the witness stand is not subject to
returning to it, at |east under any current
schedul i ng.
(W tness excused.)
JUDGE JONES: All right. Ooff the record
regardi ng scheduling matters.
(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE JONES: Back on the record.
Does staff call a w tness?
MR. OLI VERO: Yes, Your Honor. W would call
M ke Ostrander to the stand.
(Wher eupon the witness was sworn
by Judge Jones.)
JUDGE JONES: M. O ivero?
MR. OLI VERO: Thank you, Your Honor.

Good afternoon, M. Ostrander.
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M KE OSTRANDER
called as a witness herein, on behalf of staff of the
II'1inois Commerce Conmm ssion, having been first duly
sworn on his oath, was exam ned and testified as
foll ows:
DI RECT EXAM NATI ON

BY MR. OLI VERO:

Q Woul d you pl ease state your full name and
spell your last name for the record?

A My name is M ke Ostrander. That's spelled
Os-t-r-a-n-d-e-r.

Q And by whom are you enpl oyed?

A ' m enpl oyed by the Il1linois Commerce
Comm ssion as an accountant in the Financial Analysis
Di vi si on.

Q And, M. Ostrander, have you prepared
written testinmny for purposes of this proceedi ng?

A Yes, | have.

Q And do you have before you a document which
has been marked for identification as |ICC Staff
Exhibit 3.0 entitled Direct Testinmony of M ke

Ostrander which consists of a cover page, a table of
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contents, nine pages of narrative testinony,
Schedules 3.1 through 3.5 with Schedule 3.1 having
both confidential and public versions?

A Yes.

Q And are those true and correct copies of
the direct testimny that you prepared?

A Yes.

Q And do you al so have before you a document
mar ked for identification as ICC Staff Exhibit 11.0
entitled Confidential Rebuttal Testimny of M ke
Ostrander which consists of a cover page, a table of
contents, 11 pages of narrative testinmny, attachment
A and Schedules 11.1 through 11.3 with Schedule 11.1
havi ng both a confidential and public version?

A Yes, | do.

Q And are those true and correct copies of
the rebuttal testinony that you prepared?

A Yes.

Q And do you al so have before you a document
whi ch has been marked for identification as |ICC Staff
Exhibit 16.0 entitled Confidential Revised

Suppl ement al Rebuttal Testimony of M ke Ostrander
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whi ch consists of a cover page, a table of contents,
Si X pages of narrative testinony, Attachment B having
both confidential and public versions, and

Schedule 16.1 with Schedule 16.1 al so having
confidential and public versions?

A Yes, | do.

Q And are those true and correct copies of
the revised supplemental rebuttal testimny that you
prepared for this proceedi ng?

A Yes.

Q M. Ostrander, as you sit here today, do
you have any corrections to make to your prepared
direct rebuttal or revised supplenmental rebuttal
testinony?

A Yes, | do.

Q And what would those be?

A | amrevising my recommended anmounts of
al l owabl e rate case expense for this case. | ''m
recommendi ng the Conmm ssion approve rate case expense
in the amount of $2,541, 052.

The revisions of the recommended

amount i s based on additional information provided in
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t he conpany's surrebuttal testimny and ny responses
to the conpany's data requests 8.01, 8.02 and 8. 03 of
whi ch responses were distributed on May 15t h.

Q And the change that you noted to the amount
of rate case adjustment, would that be to your
revi sed supplenmental rebuttal testinmony?

A Yes, sir.

Q Okay. Thank you

s the information contained in |ICC

Staff Exhibits 3.0, 11.0 and 16.0 and the
acconpanyi ng schedul es and attachnments true and
correct with the one correction that you made today
to the best of your know edge?

A Yes.

Q And if you were asked the same questions
t oday, would the answers contained in your prepared
testi nony be the same?

A Yes.

MR. OLI VERO: Your Honor, at this time subject
to cross-exam nation, we would ask for adm ssion into
the evidentiary record of M. Ostrander's prepared

direct testimony, his rebuttal testinmny, and his
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revi sed suppl enmental rebuttal testinony along with
all the schedules and attachments, and | would note
for the record that the exhibits were or the
testinony was filed on the Comm ssion's e-Docket
system on March 1, 2012 for the direct testinmony,
April 26, 2012 for the rebuttal testinmony, and May 7,
2012 for the revised supplemental rebuttal testinony,
and we woul d tender M. Ostrander for
Cross-exam nati on.

JUDGE JONES: Those changes that he made on the
record today, they are to what testinony?

MR. OLI VERO: They were to the revised, the
confidential revised supplemental rebuttal testinony,
and actually, staff will go ahead and file a version
on e-Docket with that correction here in the next
coupl e days.

MS. ZEHR: M. Oivero, those are the

attachments to DR responses, is that right?

MR. OLI VERO: Well, the attachments we're not
goi ng to be changi ng. | think we were going to put
t hose in. It was the dollar anount that he had in

his testimny which wouldn't reconcile with what he
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has in those schedul es.

MS. ZEHR: Thank you.

MR. OLI VERO:

JUDGE JONES:

adm ssion of -- |et

You're wel conme.

Are there any objections to the

me back up

You say you're offering those subject

to cross, i s that what

MR. OLI VERO:
JUDGE JONES:
subject to cross or
MR. OLI VERO:
| ater.
JUDGE JONES:
cross did you say?

MR. OLI VERO:

MS. ZEHR: Good eveni ng,

name i s Anne Zehr.

THE W TNESS:

MS. ZEHR: And

me personal ly that
good afternoon.

THE W TNESS:

you sai d?

Correct, Your Honor.

Do you want

rul ed upon |l ater?

It

And the wi tness

doesn't matter.

Yes, Your Honor.

them rul ed on now

We can do it

M. Ostrander.

How are you today?

Very good.

No,

hope you don't

m' am

Good eveni ng.

hold it

is tendered for

My

agai nst

m sayi ng good evening and not
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MS. ZEHR: |''m one of the attorneys on behal f
of the Illinois-American Water Company in this
proceeding sir, and I'd like to start out by going
t hrough your background.

CROSS- EXAM NATI ON
BY MS. ZEHR

Q | understand you're an accountant in the
accounting department of the Illinois Commerce
Comm ssion, is that right?

A Yes.

Q And you're also a certified public
account ant or CPA?

A Yes.

Q You're also a certified internal auditor
sir?

A. Yes.

Q And you' ve been enployed as a nmenber of the

Comm ssion staff for a little over six years since
March of 2006, do | have that right?

A Yes.

Q And does anyone report to you?

A. No.
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Q Do you report to anyone?

A | do.

Q What is the name of your imedi ate
supervisor, sir?

A Mary Sel vaggi o.

Q ' m sorry. Coul d you repeat her |ast name?

A Sel vaggi o spelled S-e-l-v-a-g-g-i-o.

Q Thank you.

And before you were enployed with the

Comm ssion, you were in another public accounting
position, is that right?

A That's correct.

Q And where exactly?

A It was in Davenport, lowa, the firm of
Mc Gl adr ey, Hanson & Dunn.

Q And that's a CPA firm sir?

A Yes, ma' am

Q Coul d you repeat the name of that firm for
me, please?

A Mc Gl adr ey, Hanson & Dunn.

Q Could I say MHD and you'd know what |'m

referring to?
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A That would be all right.

Q Okay. "1l refer to it as MHD if you're
okay with that.

And tell me about your position with
MHD, sir? \What was your title?

A Wth MGl adrey, that was ny first position
out of college in 1977. | was with that firm or
actually entered in as a staff accountant.

Q As a staff accountant?

A Uh- huh.

Q And about how many accountants were
enpl oyed by MHD bal |l park?

A McGl adrey is a regional firm Back in the
| ate '70s, anywhere from 500 to a thousand.

Q Okay. So a large firm

And can you tell me about the
organi zational staffing? For instance, you said you

were a staff accountant.

A Yes.
Q | assunme there were partners?
A Yes.

Q And were there other | evels of accountants?

591



10

11

12

13

14

15

16

17

18

19

20

21

22

A
i nstance,
was staff
number of
account ant

Q

A

Q

A

Yes.

on the audit

account ants,

beli eve that

si de of

and then after

there were, for
t he shop, that there

a certain

years and experience nmove up to in charge

fromthere.

' m sorry. | m ssed that?

I n charge account ant.

I n charge account ant.

And then from there into manager position

and then partner.

Q
firm?

A

Q

And were there practice groups within the

Yes,

m' am

And the individuals practicing in those

groups had a specialized know edge regardi ng a

particul ar

A

Q

area of accounting, is that

Yes.

right?

Now, you mentioned the various |evels of

accountants within the firm and you said that thei

designations were based on their number

experience.

A

Do

Yes.

have t hat

right?

of years of

r
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Q And do the different |evels of accountants

charge different hourly billing rates?
A | woul dn't know.
Q Do you recall what your hourly billing rate

was, Sir?

A No.

Q Before you were with MHD -- well, I'm
sorry. You said you were with MHD right out of
col | ege.

Have you ever been enmployed with any
ot her private accounting firn®?

A No.

Q Okay. You said you didn't know about
whet her or not the different |evels of accountants at
the firmhad different billing rates.

Just generally in your experience as a
CPA serving on the Comm ssion staff and then al so
your experience in the private field, is your
under st andi ng that accounting firms in general have
different billing rates for the different |evels of
accountants enpl oyed?

A. Yes.
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1 Q And those rates, it would be your genera

2 under st andi ng, correct me if |I'm wrong, would be

3 based on the years of experience or |evels of

4 expertise, sir, of the various accountants?

5 A Yes. When | worked for a private company,
6 | was the head of management reporting which we went
7 t hrough a | everage buyout, initial public offering,

8 and then al so became an SEC registrant. Part of ny
9 duties was SEC reporting but also coordinating the

10 external audit, KPMG and CPA firnms |ike that.

11 As such, as part of the budgeting for
12 the cost of those external audits, different billing
13 rates for different levels of the CPA firm members
14 were made avail able, so, yes, I'"'mwell aware of it.
15 Q General practice?

16 A Yes.

17 Q And what year was that, sir?

18 A That woul d have been |ate '90s.

19 Q Woul d you agree it's appropriate to have
20 different hourly billing rates based on different
21 | evel s of experience or expertise?

22 A Yes.

594



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Now, M. Ostrander, your counsel previously
menti oned sonme updates to some schedul es that you
prepared related to your corrected surrebuttal
testimony | believe.

A Yes.

Q And you provided those schedules in
response to a number of DRs issued by the company, is
t hat correct?

A Yes.

Q And |'ve actually previously provided you
with what's been marked as | AWC Exhi bits 3 through 5.

A | have them

Q Okay. And you'll see that Exhibit No. 5,
there's actually a public and confidential version of
t hat docunent.

A Yes.

Q Okay. And are those the responses to which
you previously, your counsel, excuse me, previously
referred?

A Yes.

Q And were those responses prepared by you or

at your direction, sir?
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A Yes.

Q M. Ostrander, in your six or so years at
t he Conmm ssion, have you served as a witness on rate
cases other than the instant proceeding?

A Yes.

Q And as a member of the Comm ssion staff
serving on the various rate cases before the
Comm ssion, do you generally stay informed of the
Comm ssion's final orders in other rate cases?

A Yes.

Q And those would be rate cases for which you
haven't been assigned to be a witness or assist, is
that right?

Let me rephrase the question. That
was confusing.

A Thank you.

Q You said as a general practice you stay
abreast of Conm ssion orders in rate cases. s that
a fair characterization?

A Yes.

Q And my question was do you stay abreast of

orders only for the cases that you are assigned to or
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to other cases as well?

A Ot her cases al so.

Q Okay. Thank you

And t hat probably hel ps you do your
j ob better. ls that fair?

A That's right.

Q Keeps you nore informed.

And you would agree with me that it's
hel pful to be aware of what the Comm ssion is doing
in other proceedi ngs when you evaluate a utility's
rate increase request perhaps?

A | review it, yes.

Q And perhaps also hel ps you as you prepare
your testinmny to be aware of what the Conm ssion is
doing in other rate cases?

A Yes.

Q Woul d you agree with me then, sir, that as
a member of the Comm ssion staff, there's some val ue
to you staying informed regarding the Comm ssion's
rate case orders in other cases?

A Val ue?

Q Yes, sir.
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A | don't know what you mean by val ue.
Q Well, you told nme that staying abreast of
t hese other Comm ssion orders helps you do your job.

It's helpful to you when you are preparing a

utility's rate increase request and in preparing your
testi nony. | assume that adds a value to you. It's
hel pful. And I'm asking if you'll agree to that,

that that's a fair characterization?
A The other orders do help me do my job, yes.
Q Woul d you agree with me that it would be
hel pful to utilities who are required to seek
Comm ssion approval of rate increases to also stay

abreast of what the Comm ssion is doing in cases

ot her than the ones in which those utilities are
i nvol ved?
A. Yes.

Q Thank you.
Now, you prepared testinmony that was
filed in this proceeding, is that correct?
A Yes.
Q And did you ask your supervisor

Ms. Selvaggio, did you ask her to review that
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testinony before it was filed?

A | did not ask. It's a standard procedure
t hat she reviews nmy testinony, so yes.

Q Fair enough.

And did she review it?

A Yes.

Q | don't want to get anyone in trouble here.
Now, | don't care what she said. All | want to know
is whether or not she provided you feedback.

A Yes.

Q Was t hat feedback hel pful ?

A Yes.

Q Woul d you consider her feedback val uabl e,
sir?

A In some cases, yes.

Q And i n what cases not, sir?

A When we don't agree about punctuation

Q I|'m fam liar with that dispute.

And one of the reasons that you would

consi der her feedback hel pful and valuable with the
exception of punctuation would be because of her

experience? Would that be fair?
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A That woul d be fair, yes.

Q Now, did you ask any of your co-workers to

| ook at your testimony before it was filed?

A No.

Q Did you ask anyone else to | ook at your
testinony before it was filed?

A. No.

Q Now, when you're serving as a witness for

the staff in rate cases, do you ever bounce ideas off

of other co-workers related to the substance of your

testinony in various cases?

A. Yes.

Q And that would be co-workers -- well, |et

me ask it better.

Woul d that be co-workers that are not

assigned to the same case? Wuld you lim¢t it |

guess to co-workers that are assigned to that case?

A. No.

Q And that's hel pful, right?

A It depends.
Q Okay. It depends on..
A Whet her someone is giving me a straight
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answer or if they're fooling with me or they have no
subject matter. Again, it just depends upon what
sort of information | get back.

Q | understand. The information you get back
may have a | evel of benefit to it for lack of a
better word?

A Usef ul ness, yes.

Q But the act of engaging in the discussion
of getting feedback is generally hel pful?

A Yes.

Q Okay. And would you bring questions,
i deas, whatnot, to your co-workers because you val ue
their input?

A Yes.

Q Fair statenent. Okay.

Now, | don't want to know anyt hi ng
you've discussed with your counsel. All | want to
know i s whet her your counsel reviewed your testimony
before it was fil ed.

MR. OLI VERO: Your Honor, |I'm going to object
to this. | "' m not exactly sure what this has to do

with anything regarding the testinmony that
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M. Ostrander provided regarding the rate case

expense and that. | mean, | think we've established
t hat he did have a supervisor, but | think this is a
little further afield fromwhat | think is

appropriate cross.

MS. ZEHR: In a few questions it will become
evi dent, Your Honor, where |'m going. | can do it
that way or | can give you the straight answer.

JUDGE JONES: | s your objection limted to

rel evancy or foundation grounds?

MR. OLI VERO: Well at this point here, yes.

JUDGE JONES: Well, 1I'lIl allow you to continue
since you've indicated in response to a relevancy or
foundati on objection that you may tie it up, but in
the meantime, if there's some questions that come up
that M. O ivero believes needs objecting to, then
we'll take that up.

MR. OLI VERO: Thank you.

MS. ZEHR: Would you like me to repeat the
guestion or would you like it read back?

THE W TNESS: My counsel did review ny

testi nony, yes.
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Q Thank you, sir.

Your supervisor, Ms. Selvaggio, did
not file testinmony in this case, is that correct?

A That's correct.

Q And your counsel did not file testimony in
this case, am | correct?

A That's correct.

Q And woul d you agree with me, sir, that even
t hough the individuals |I have just named did not file
testinony, they, neverthel ess, provided value to you
in preparing your testimony in this case, sir?

MR. OLI VERO: Your Honor, | guess |I'm going to
object. W're back to that value question that
M. Ostrander had taken issue before with in ternms of
| guess the phrase "what is value."

MS. ZEHR: Well, | believe he's testified that
his supervisor's input was not only hel pful but also
val uable to him that to bounce back ideas with fol ks
not involved in the rate case, though |I didn't
specifically mention whether their testinmny had been
filed, is also valuable to him He values their
i nput .
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So

that. ..

MR. OLI VERO:

could be wrong.
MS. ZEHR:

hel pful, useful,

JUDGE JONES:

made?

MR. OLI VERO:

you read that

MR. OLI VERO:

obj ecti on.

THE W TNESS:

gquesti on.

back?

believe that he's already said

| thought he said useful, but I

think we've used several terns,
val uabl e.
s the objection still being

What was the question again? Can

(The reporter read back the | ast
guestion.)
That's fine. "1l withdraw the

And | honestly forgot the

(The reporter reread the | ast

guestion.)

THE W TNESS: Yes.
MS. ZEHR: Thank you.
Q Do you keep records of your time spent

wor ki ng on this proceeding?
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A No, | don't.
Q "' m going to pose to you a quick
hypot heti cal . It's an easy one but let me know if
| ose you.
You have a technical question and you
hire three experts to answer it. Expert A charges
you a hundred dollars an hour. He takes 25 hours t

(0]

anal yze your technical question and reach an answer.

His total expense is $2,500.
Does my math sound right?
A Yes, ma' am
Q Thank you. " m not an account ant.
Okay. Expert B charges you $250 an
hour . He takes ten hours to analyze your technical

question and reached the very same answer as expert

A.

Uh- huh.
His total expense is $2,500.
Math still sound good to you?
Coul d you repeat your math?
Sure. $250 an hour times ten hours.

And for item A was what ?
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Q ' m sorry. Expert A was $100 an hour, 25

hours.

Woul d you agree with me that even
t hough expert B's hourly rate is higher than expert
A's hourly rate, the bills are the sane?

A Mat hematically, yes.

Q Now, expert C charges you $300 an hour. He
takes five hours to analyze your technical question
and reached the very same answer as experts A and B.
His total expense is $1,500.

A Yes.

Q Woul d you agree with me, sir, that even

t hough expert C has the highest hourly rate, his

total bill is the | owest?
A Yes.
Q Whose bill would you prefer to pay?
MR. OLI VERO: Your Honor, | guess |I'm going to

object to the hypothetical in terms of is it just a
dol I ar amount that we're |ooking at, which bill?

t hi nk anybody would prefer to pay the | east anmount
but I don't think there's any frame of reference for

| guess the different hours, the different hourly
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rates or that.

MS. ZEHR: Was it a relevance objection?

MR. OLI VERO: Well, yeah, to tie things up,
mean, if it's a question of whose bill would you
prefer.

MS. ZEHR: | feel that you keep me fromthe
punch |line before |I ask my question. | don't know if
he answered whose billing he' d prefer.

JUDGE JONES: Are you withdrawi ng your
obj ection?

MR. OLI VERO: | guess I'Il allow some | eeway on
t he next question but --

THE W TNESS: | guess |I'Il|l put some context
around it. That is, 1'd pick expert Ato do ny
personal tax return because he's my best buddy even
t hough expert Cis the |east cost, but if ny w fe had
the say, we'd take expert C no doubt.

Q BY MS. ZEHR: Now, you've added sonme
factors in there that | didn't have in ny
hypot hetical; for instance, your buddy that does your
t axes.

What if you're needing your taxes
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prepared one week prior to April 15th. You haven't
sought an extension, don't intend to do so.
A Not a problem He can get it done.

Q He' s your buddy. But your wi fe would

prefer to pay expert C s bill hands down.
A Yes.
Q In any event, would you agree with me, sir

t hat hourly rate is not the only factor to consider
in determning the total |evel of an expense?

A Yes.

Q Thank you.

Have you reviewed the testimny filed
by company witness James |I. Warren in this
proceedi ng, and that would be | AWC Exhibit 13.00R
which is M. Warren's rebuttal testimny and 13.00SR
which is M. Warren's surrebuttal testimny?

A Yes, | did read it.

Q Al'l right. And the conpany has identified
M. Warren has an expert on tax issues relating to
publicly regulated utilities, is that right? You
agree?

A Yes.
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Q And his testinmny speaks of various tax
rel ated topics such as bonus depreciation,
consol idated tax filings, FIN 48.

Do you understand what | mean when
say FIN 48?

A Yes.

Q And the domestic production activities
deduction. Would you agree?

A Yes.

Q Now on page 4 of your revised suppl ementa
rebuttal testinmony, and that's ICC Staff Exhibit 16.0
Suppl enment al Revised, at lines 67 to 69, you say,

M. Warren was retained to address tax issues related
to -- and then |I'm going to shorten it -- FIN 48, is
t hat correct?

A Yes.

Q Woul d you agree with me though,
M. Ostrander, that M. Warren testified to issues
ot her than solely FIN 48?

A Yes.

MS. ZEHR: At this time, I'd nove for the

adm ssion of I AWC Cross Exhibits 3 through 5, Your
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Honor .
No further cross.

MR. OLI VERO: No objection to the adm ssion.

JUDGE JONES: Are there any objections to the
adm ssion of I AWC Cross Exhibits 3, 4 and 57

MR. O BRI EN: Peopl e have no objection.

JUDGE JONES: Let the record show that | AWC
Cross Exhibits 3, 4 and 5 are admtted into the
evidentiary record. 5 has a confidential and a
public version.

(Wher eupon | AWC Cross Exhibits
3, 4 and 5 were adm tted into
evidence at this time.)

JUDGE JONES: And does IAWC plan to file these
on e-Docket ?

MS. ZEHR: Yes, Your Honor.

JUDGE JONES: Thank you.

| believe that's all the cross for the
wi t ness. Let me just doubl e check.

|s there any other cross for this
wi t ness?

Is there any redirect?
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MR. OLI VERO: No, Your Honor.
JUDGE JONES: Let the record show that the
exam nation of M. Ostrander is over.
THE W TNESS: Thank you, Your Honor.
apol ogi ze for the startup chall enges.
(W tness excused.)
JUDGE JONES: Off the record.
(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE JONES: Back on the record.
Does staff have another witness to
call?
MR. LANNON: Yes, Your Honor.
Staff would call staff wi tness Janis
Freetly.
(Wher eupon the witness was sworn
by Judge Jones.)
JUDGE JONES: Off the record.
(Wher eupon an off-the-record
di scussion transpired at this
time.)
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JUDGE JONES: Back on the record.
JANI' S FREETLY
called as a witness herein, on behalf of staff of the
Il1'1inois Commerce Conmm ssion, having been first duly
sworn on her oath, was exam ned and testified as
foll ows:
DI RECT EXAM NATI ON

BY MR. LANNON:

Q Can you please spell your full name for the
record spelling your |ast name?

A My name is Janice Freetly (F-r-e-e-t-1-y).

Q And who is your enployer and what is your

busi ness address?

A ' m enpl oyed by the Il1linois Commerce
Comm ssion in the Finance Departnment. My address is
527 East Capitol Avenue, Springfield, Illinois

62701.

Q And do you have before you a document
mar ked for identification as | AWC Staff Exhibit 6.0
consisting of a cover page, 45 pages of narrative
testinony, Schedules 6.1 through 6.9 and titled

Direct Testimony of Janice Freetly?
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A Yes.

Q Do you al so have before you a docunent
mar ked for identification as Staff Exhibit 14.0
consisting of 18 pages of narrative testinony,
Schedul es 14.1 through 14.2, and entitled Rebuttal
Testinony of Janis Freetly?

A Yes.

Q Do you have any corrections to Staff
Exhi bit 6.07?

A | do.

In response to the surrebuttal of
company witness Rungren, | have accepted his revision
to the cost of debt, so | revised Schedule 6.3 to
reflect the changes that M. Rungren proposed.

Q Okay. And is that the only schedul e you
revised?
A | also revised the Schedule 14.1 that was

attached to nmy rebuttal to reflect the 6.04 cost of

debt which changes the wei ghted average cost of

capital
Q
to your

to 7. 39.

And t hat

attention?

was the change M.

Rungren brought
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A Yes.

Q Okay. Thank you

Do you have any corrections to Staff
Exhi bit 14.07?

A Just the Schedule 14.1 that | just
menti oned.

Q Oh, yes, that's right. "' m sorry.

And do you have -- is the information
contained in Staff Exhibits 6.0 and 14.0 true and
correct to the best of your know edge?

A Yes.

Q And if | were to ask the same questions
today as set forth in Staff Exhibits 6.0 and 14.0,
woul d your responses be the same considering the
revisions we've already tal ked about?

A Yes.

MR. LANNON: Okay. Your Honor, | would nove
for adm ssion into evidence Staff Exhibits 6.0 and
14.0, pending cross if that's more appropriate, and
"Il tender the witness for cross-exam nation.

JUDGE JONES: Are you going to file those

exhi bits that have been nodified, revised, on
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e- Docket ?
MR. LANNON: Yes, Your Honor.
JUDGE JONES: All right. Thank you.

And you're offering those subject to
Cross?

MR. LANNON: Yes, Your Honor.
JUDGE JONES: So I'll hold off on any ruling,
but having said that, |et me back up a m nute.

M. Oivero offered the Ostrander
exhi bits subject to cross. Cross is over.

Are there any objections to the
adm ssion of the exhibits sponsored by M. Ostrander?

MR. WHI TT: No obj ecti ons.
JUDGE JONES: Let the record show there are
not .

Accordingly, the exhibits he has
sponsored as identified on the record and as filed on
t he dates shown on the exhibit list are admtted into
the evidentiary record. One of those exhibits, as
noted in the record, will be superceded by a revised

version as identified on the record today.
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(Whereupon | CC Staff Exhibits
3.0, 11.0 and 16.0 were admtted
into evidence at this tinme.)

JUDGE JONES: Does that cover your exhibits?

MR. OLI VERO: Yes, it does, Your Honor. Thank
you.

JUDGE JONES: All right. Now back to
Ms. Freetly.

So has Ms. Freetly been tendered for
cross did you say?

MR. LANNON: Yes, Your Honor.

JUDGE JONES: | believe Illinois-American Water
Conpany has sonme cross for the witness, is that
right, M. Whitt?

MR. WHITT: We do, Your Honor.

Good evening, Ms. Freetly. W
i ntroduced ourselves earlier, but I'm Mark Whitt, and
| have a few questions.
CROSS- EXAM NATI ON
BY MR. WHI TT:
Q Your direct testinony, line 21

A. Yes.
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Q You provide a discussion here of | guess
"1l call it a theory of regulation, for |ack of a

better term or a general principle about principles

to consider in determning a public utility's overall
cost of capital, is that right?
A Yes.

Q And you say that sharehol der interests are
bal anced when the Comm ssion authorizes a rate of
return on rate base equal to the public utility's
overall cost of capital as long as that overall cost
of capital is not unnecessarily expensive.

And my initial question is whether
you're aware of any provision of the Public Utilities
Act that uses the term unnecessarily expensive in
establishing a cost recovery standard?

A Not that |'m aware of off the top of ny
head.

Q Okay. Are you famliar with the term just
and reasonable in the ratemaking context?

A Yes.

Q Are you generally aware of that term nol ogy

bei ng used throughout the Public Utilities Act?
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A
Q
prudent ?
A
Q
al so used

A

Q

Yes.

Are you also famliar with the term

Yes.

s it your understanding that that termis

in the Public Utilities Act?

| believe it

is.

M ght it be appropriate for the cost of

capital to be expensive as long as it's not

unnecessarily so?

A It could be considered expensive if the
utility was, you know, particularly high risk.

Q That was going to be my next question

For exanple, if there were unique risk

factors, it could justify nmore expensive cost of
capital relative to utilities with less risk,
correct?

A Yes.

Q And t hat doesn't mean that the cost of

capital for the riskier

expensi ve,

A

correct?

Ri ght .

utility is unnecessarily
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Q At line 24 of your direct testimny, well
| guess the question and answer that starts at |ine
20, you recognize in this testinony that there are
potenti al negative consequences to an authorized
return that would cause a utility's financial
strength to deteriorate, correct?

A Yes.

Q And you al so acknow edge that as the

reliance on debt financing increases, the probability

of default for the utility increases as well,
correct?
A Yes.

Q And as the probability of default

i ncreases, an investor's perception of risk will also
increase, will it not?
A Yes.

Q And it's true, isn't it, that a increased
perception of risk |Ieads to an increased cost of
capital ?

A That's true generally.

Q Okay. At line 138 of your direct you

provide the conpany's forecasted capital structure?
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A Yes.

Q And the forecast is conprised of 48.68
percent | ong-term debt and 50.02 percent conmon
equity, is that right?

A Yes.

Q And that's the capital structure that will
actually finance Illinois-American's rate base,
correct?

A Well, that's the conpany's proposal of the
capital structure that it intends to use.

Q Well, there is an actual capital structure
t hat could be used, and then the Comm ssion could
decide to inpute a capital structure, correct?

A Correct.

Q But in terms of the capital structure that
actually exists, it's the actual structure that
finances rate base, correct?

A That's correct.

Q And at line 162, this is where you indicate
your proposal to impute a capital structure
containing 56.7 percent |long-term debt and 42 percent

common equity, correct?
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A Yes.

Q s it your reconmmendation that the conpany
should make efforts to achieve this capital
structure?

MR. LANNON: | ' m sorry. | just need a
clarification.

Are you | eaving off short-term debt
for a reason when you tal k about what the company has
forecasted?

MR. WHI TT: For brevity really. "' m just
tal king sort of generalities.

MR. LANNON: That's fine.

Q BY MR. WHITT: And |I guess, well, so we
have a clear record, at line 162, you say, "Il propose
using an imputed capital structure that contains 1.3
percent short-term debt, 56.7 percent |ong-term debt,
and 42 percent comon equity," correct?

A Correct.

Q And the question is, is it your
recommendation that since this is the capital
structure that should be used for ratemaking purposes

t hat the conmpany should undertake efforts to align
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its actual capital structure with your
recommendati on?

A Well, | believe that that capital structure
woul d be adequate for the company, so, yes, that's ny
suggestion as their capital structure.

Q And woul d you have any reconmmendati ons of
how t he company m ght go about doing that?

A My testimony is really more limted to that
that's the capital structure for ratemaking purposes
t hat should be adopted in this proceeding.

Q Well, did you attempt by that answer to
change your prior answer when | asked whether the
company should take efforts so its actual capital
structure lines up with your ratemaking
recommendati on?

A | guess that is my answer, yes, that ny
recommendation is limted to what should be used for
rat emaki ng purposes.

Q Okay. And at line 143 of your direct, you
i ndicate that you're not reconmmendi ng the conpany's
actual capital structure because you say, quote,

"Using this equity ratio could produce a rate of
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return that would violate Section 9-230 of the Act."
That's your testinmony, correct?

A That's correct.

Q And you say could but you don't say woul d,
right?

A Ri ght .

Q And you did not calculate a rate of return
for the company or a cost of equity based on

Il'1inois-American's actual capital structure,

correct?

A My cost of equity was produced using -- in
my rebuttal testinony, | did provide an anal ysis
using the inputed capital structure that | was

suggesti ng.

Q Ri ght, but you didn't do an analysis where
you | ooked at Illinois-American's actual capital
structure and prepared those results to the cost of
equity with the inputed capital structure, correct?

A Correct.

Q And would you agree that if a 9.24 percent
ROE is applied to a capital structure conprised of 40

percent equity that as a matter of mathematics, the
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overall cost of capital would be |ower than if that
same ROE was applied to a capital structure with 50
percent equity?

A Yes.

Q And so you knew wit hout having to do any
cal cul ation that your imputed capital structure would

produce a | ower cost of equity recommendati on,

correct?
A Yes.
Q Now, |ine 146 of your testinmony, you

di scuss an appellate court case that addressed the

possibility of a parent company mani pulating its

affiliate's capital structure, is that right?
A Yes.
Q Now, are you suggesting that the mere fact

that a subsidiary has nore equity in its capita
structure than its parent is evidence that the parent
is, in fact, manipulating its subsidiary's capital

structure?

A No. It's one way a parent company coul d
mani pul ate the capital structure of the utility.
Q Have you come across any evi dence or
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information in this proceeding that American Water
Wor ks i s mani pulating the capital structure of
Il 1inois-American?

A Well, given the difference between the
equity ratio of the parent company and the utility,
Section 9-230 requires that it be established that
there is no mani pul ati on going on, and that was not
established by the conpany.

Q So you're saying that there is a
presumpti on of mani pul ation any time a parent
company's capital structure has |less equity than a
subsi diary?

A Yes. It's something to investigate.

Q Did you do that?

A Yes. That's why | produced the 42 percent
equity ratio.

Q What did you do to investigate whether
t here was any mani pul ation?

A Well, | didn't establish that there was
mani pul ati on. | asked the company to denonstrate why
the utility needed a higher equity ratio than the

parent, and they did not do that, so that's ny
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position.

Q Okay. Can you go to |line 155, please, in
your direct?

A Yes.

Q And here's where you talk about the
evi dence you wanted to see and you didn't see, and
you say, "Although I AWC states that the conpany's
operating risk profile is significantly different
than the risk profile of AWA it provided no
guantitative evidence to support that assertion.”

And then you say, "The conmpany needs
to provide an anal ysis denmonstrating that | AW has
hi gher risk than AWA to justify the higher common
equity ratio for the utility."

And the first thing I wanted to cl ear
up is that in the first sentence | just read, you
used the term operating risk, correct?

A Yes.

Q And were you referring to operating risk in
t he second sentence as well?

A Yes.

Q Okay. Now, it's true, is it not, that
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II'1inois-American faces the operating risks of a
water utility, correct?

A Yes.

Q And these risks could include things |ike
wet summers or unforeseen mai ntenance expense, spikes
in power, chem cal costs and things of that nature?

A Yes.

Q And these operating risks are unique to
I11inois. I n other words, each of the American Water
utilities could and likely do have some different or
uni que | evel of risk for that jurisdiction. Wuld
t hat be fair?

A Possi bl y.

Q Any reason to believe that isn't the case?

A No.

Q If 1l1linois-American were the only
subsi diary of American Water, then the operating risk
profiles of the utility and the parent would
essentially be identical, wouldn't they?

A Yes, if it was the only subsidiary.

Q And | think we've established that it would

be a reasonabl e assumpti on that some American Water
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utilities face greater operating risks than Illinois
and sonme may be | ess, correct?

A Yes.

Q And so the parent conpany's operating risk
reflects the combi ned [ evel of risk of all of its
subsidiaries, is that right?

A Yes.

Q And if one subsidiary goes bankrupt, the
parent's overall loss is mtigated as |long as the
ot her subsidiaries are financially viable, correct?

A Yes.

Q And in that respect, owning multiple
subsidiaries is a form of diversification that allows

American Water Wborks to hedge its operating risk,

correct?
A Yes.
Q And Illinois-American can't diversify in

the same way its parent can; true?

A True.

Q Il1inois-American bears a hundred percent
of whatever its operating risk is, correct?

A. Yes.
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Q And to the extent the parent capital
structure is inputed to Illinois-American, the
operating risk that the parent conpany bears is also
bei ng i nputed, correct?

A Yes.

Q And the operating risk that is being
i mputed to Illinois-Anmerican is |less than the
operating risk that Illinois-American would face as a
stand-al one entity because it can't diversify |ike
t he parent does, correct?

A Coul d you restate that? |'m sorry.

MR. WHI TT: Coul d you read that back?

(The reporter read back the | ast
guestion.)

A Wel |, because it's part of the parent
company structure, according to the rating agencies,
it does reflect the operating risk of a parent.

Q But the point being, the parent's operating
risk is lower than the operating risk
I'11inois-American faces as a stand-alone entity.

A | suppose so.

Q Now, financial risk is a different kind of
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risk, isn't it?

A Yes.

Q And is it the case that financial risk is
| argely a function of the capital structure?

A Yes.

Q And as you' ve explained in your testinony,
a higher level of debt generally is perceived as
increasing financial risk, correct?

A Yes.

Q Is it reasonable to conclude that American
Wat er Works capital structure reflects a greater
| evel of financial risk than Illinois-American's
stand- al one capital structure?

A So your question was whether Anmerican
Water's capital structure reflected | ess financial
risk than that of Illinois-American?

Q Ri ght .

A Than that of the company's proposed capital
structure of Illinois-American?

Q Let's back up and make sure we're on the
same page here.

The debt in the parent conpany's
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capital structure is approximtely 57 percent,

correct?
A Yes.
Q And the debt in Illinois-American's capital

structure i s approxi mately 49 percent, correct?

A Yes.

Q So by imputing the parent conpany capita
structure to Illinois-American, the effect of that is
to impute a capital structure that reflects nore
risk, correct?

A Yes.

Q Now, you understand that I1llinois-American
can issue its own debt, correct?

A They can.

Q And that it, in fact, has done so in the
past when it's been able to acconplish financing nore
cheaply than it could through American Water Capital

Cor poration, correct?

A Yes.

Q And if the American Water Works -- if the
risk to a parent company increases, |Illinois-American
still has the option of issuing its own debt to the
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extent its risk is lower and its financing cost would
be | ower, correct?

A Yes, it has that option.

Q And it has that option by virtue of its
affiliation with the hol ding conpany, correct?

A Yes.

Q And woul d you agree then that
II'linois-American's affiliation with the parent
company is a benefit insofar as it mtigates the
effect of financial risk that Illinois-American would
have as a stand-alone entity?

A Yes.

MR. WHI TT: | have no further questions.

JUDGE JONES: Does anyone el se have cross of
this witness?

MR. LANNON: Your Honor, could we take a
five-m nute break, and we'll do some short redirect
and go hone.

JUDGE JONES: Five m nutes?

MR. LANNON: Yes.

JUDGE JONES: Any objection?

We'll break for five m nutes.
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(Recess taken.)

JUDGE JONES: Back on the record.

Does the staff have any redirect?

MR. LANNON: Short redirect, Your Honor.

REDI RECT EXAM NATI ON
BY MR. LANNON:

Q Ms. Freetly, do you recall M. Whitt asking
you about relative risk between AW\ and | AWC based on
the fact that one was diversified and the other
wasn't? Do you recall that?

A Yes.

Q Can you tell me, is diversifiable risk
reflected in the investor's required rate of return?

A No.

MR. LANNON: Thank you. No further redirect.

MR. WHI TT: No recross, Your Honor.

JUDGE JONES: All right. Thank you,

Ms. Freetly. Your exam nation is concluded.
(W tness excused.)
JUDGE JONES: Off the record regarding things

li ke tomorrow s schedul e.
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(Wher eupon an off-the-record
di scussion transpired at this
time.)
JUDGE JONES: Back on the record.
Let the record show there was a short
of f-the-record discussion regarding the schedule fo

tomorrow, and | think that's been worked out.

r

Anyt hi ng anybody want to say about any

of the specifics of what that entails?

MR. LANNON: | think from my perspective, we
can table some of those issues for now at |east.
Maybe we can resolve somet hing.

JUDGE JONES: Anybody el se?

Al'l right. Let the record show that
today's hearing is concluded, and we will continue
the case and resume tomorrow nmorning at 9 o' cl ock.

(Wher eupon the hearing was
continued to May 17, 2012 at

9:00 a.m)
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